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PREFACE. 

Political science, in its most important aspect, is social 
economics practically applied. Strictly speaking, polit- 
ical science deals with human society in its various forms 
of political organization, and includes, therefore, the na- 
ture and practical methods of government. The import- 
ance of this phase of the subject should not be underesti- 
mated; but if mere government in the abstract, or its 
machinery and methods, were all there is of political 
science, the subject would have little interest except to 
the special student and little usefulness in practical affairs. 
The theoretical ahd mechanical side of political science 
is to the larger side, which we have called "social econ- 
omics practically applied," what the skeleton is to the 
living, breathing, acting body. Political science legiti- 
mately includes the study of what the state, representing 
the people, can and should do to promote the general 
welfare; in what ways, if any, it can modify, direct or 
stimulate the action of economic forces wherever the 
natural laws governing those forces do not of themselves 
produce the results shown by experience to be whole- 
some, helpful and progressive. 

This side of political science is what binds it close at 
every point to practical human Hfe ; this is what makes it 
of immediate and serious interest to every member, rich 
or poor, of organized society. It affects the interests of 
the day laborer and of the millionaire employer, of land- 
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IV PREFACE 

lord and tenant, of the professional man and the mer- 
chant, of the highest public official and the most incon- 
spicuous private citizen. To any or all of these the state 
can be either a worthless, hindering obstacle or a strong, 
cooperating helper, securing, protecting 'and regulating, 
by the joint action of all, those general conditions and 
opportunities which the single individual cannot control. 
Whether the state is thus a curse or a blessing depends 
upon how its action is guided ; whether wise and enlight- 
ened statesmanship, or fanatical demagogy, or head- 
strong personal caprice is at the helm. Under a despot- 
ism, all this hangs upon the accidental quality of the 
despot; but under democracy the character of the gov- 
ernment depends upon the character and wisdom of the 
people. Where the people rule, they will become their 
own worst enemies unless they know how to rule wisely 
and well. If the people are to be the government, they 
must know what things the government should and can 
do and wnere it should not interfere ; in other words, if 
they are to exercise the political power, thev must under- 
stand political science. 

This is especially important for young citizens, and 
nowhere in the world is it more essential than here in the 
United States to-day. This country is facing and will be 
forced to solve, for itself and for all countries, certain 
problems in government and the relation of government 
to industrial civilization which are vital to human prog- 
ress. Upon our success or failure hangs, very largely, 
the success or failure of democratic experiments and 
growth of democratic tendencies throughout the world. 

The present volume has been written with the special 
view of making clear and obvious, to young citizens espe- 
cially, the fundamental principles of government and the 
lines of practical action which government mav and 
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ought to undertake. While careful to avoid any special 
pleading or bias, it does not hesitate to suggest such 
broad lines of helpful constructive policy as seem most 
thoroughly justified by experience and reason. It would 
not be true to the spirit of its own conception of political 
science if it were content to leave the reader floundering 
among a mass of contradictions and negations, with no 
suggestion of any general controlling scientific principles. 
We cannot sympathize with that conception of the field 
of education which demands merely the stating of prob- 
lems so vital as these, in all their menacing complexity, 
and forbids any effort to shed the light of human experi- 
ence upon their solution. The true instructor should 
endeavor to perform this difficult service ; of course with 
scrupulous care, free from any local, partisan or personal 
coloring. 

Like its predecessor, "Outlines of Social Economics," 
this book is especially adapted for study clubs, literary and 
debating societies and high schools. The method of pres- 
entation enables the reader to follow the general trunk- 
line of the subject, grasping the vital points, with no break 
in the connection, in a comparatively short time, while 
also permitting such broader research and thorough veri- 
fication as may be desired, by means of the extensive ref- 
erences to selected collateral readings in a wide range of 
eminent authorities on history, economics and political 
science. These references, together with extracts from 
some of the best of the readings suggested, appear at the 
end of each chapter, and it is believed will greatly increase 
the practical usefulness of the book, both for the reader 
with limited time and for the thorough student. 
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CHAPTER I. 

THEORY OF NATIONAL DEVELOPMENT. 

1. Nations and Qovernments. Political science 
grows out of the fact of national development. That is, 
the development of nations as separate groups of human 
beings is what makes governments possible, and political 
science deals with the formation and kinds of govern- 
ments, what they may properly do for human welfare and 
what they ought to leave to individual judgment and 
responsibility. 

National development is often spoken of as if it meant 
merely the development of a country's physical resources ; 
that is, tilling the soil, converting forests into buildings, 
ships and furniture and digging useful minerals out of 
the earth. This is a mistaken idea and leads to many 
mistaken theories and policies. A nation does not con- 
sist of physical resources but of people, of human beings, 
living in great general groups and bound together by 
ties either of common origin, language, customs or 
beliefs, or of all of these. National development, there- 
fore, is the development of the character and civilization 
of the people. 

2. Effect of ' Occupations on National Character. 
Although national development has reference to people 
rather than industries, the civilization of the people is 
largely determined by the kind of occupations in which 
they are engaged. If their industries are chiefly of the 
sort that compel them to live apart, with little variety in 
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their experiences and few opportunities for education and 
culture, the people are likely to be narrow and unpro- 
gressive. There are instances where people who were 
already highly civilized have taken up these occupations 
and carried their civilization with them, as in the larger 
part of the agricultural industry here in the United 
States ; but where a country is given over entirely or even 
chiefly to a simple, unorganized, crude kind of industries, 
producing raw materials only and with little develop- 
ment, actual or in promise, of manufactures, cities and 
railroads, there is sure to be relative poverty, superstition, 
despotic government and general backwardness in civili- 
zation. China, India and Russia a e examples of this. 

On the other hand, if the industries are varied and 
highly developed, including a large proportion of manu- 
factures, mercantile and artistic occupations, mechanical 
trades, commerce and transportation, well distributed 
throughout the country, side by side with the agricultural 
and other raw-material producing industries, there will 
be an abundance of varied, active life, frequent and closer 
contact of peopl .■ both in business and social relations, 
new and broadening experiences, growth of progressive 
ideas, and general progress of the whole community in 
wealth, intelligence and moral character. Variety of ex- 
periences and relations with each other is the greatest 
educating and civilizing force among men. Without it 
little progress is possible ; with it, a nation steadily moves 
towards higher and higher levels of prosperity and en- 
lightenment. It is clear, then, how very largely the char- 
acter and civilization of a people depend upon whether 
their occupations or industries are few and simple or 
many, varied and highly developed. The reason for this 
is equally clear, and it is, simply, because the common, 
regular experiences of every-day life, connected with the 
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efforts to "get a living,'' are the influences that have the 
largest share in determining people's ideas and character. 

3. Progress Through Groups. If these civilizing 
social influences are to work at all, there must be closely 
organized association between people, in groups. All 
progress has come through different kinds of group 
organization. In proportion as people can be kept in 
isolation, their experiences are few and monotonous ; in 
proportion as they are brought together in groups their 
experiences become varied and inspire action and prog- 
ress. This association in groups, as we have seen, is 
chiefly determined by the character of the people's in- 
dustries. Agriculture, mining, forestry and fishing re- 
quire but little association and hence little group develop- 
ment. Manufacture and trade, on the other hand, do of 
necessity bring people together in groups. Their very 
existence demands constant intercourse, trade relations 
and dependence of people upon each other. Variety of 
industries also gives rise to variety of interests, and this 
leads directly to variety of enterprise and action. Thus 
we find, all through the centuries, that the growth of in- 
genuity and invention, of demands for new privileges and 
defence of old rights, of personal freedom and political 
power, gradually develop with the formation of groups. 
This is very natural. As industries multiply, those en- 
gaged in any one industry have a common interest in 
defending and promoting that industry, in seeing that it 
has its share of opportunities for prosperity and growth. 

Thus, in the early middle ages, as soon as the crudest 
kind of manufacturing arose, different kinds of "gilds" 
came into existence. These were group organizations to 
promote the interests of different groups of industry. The 
groups became centers of industrial education and led the 
way to demands for political freedom ; that is, for a share 
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in the government, in order to protect and promote their 
trade interests. The growth of manufacturing industries 
led to the rise of cities, and in these cities were the real 
beginnings of modern self-government. Thus, the grow- 
ing variety of industries first brought into existence a 
number of different kinds of groups, and next the neces- 
sity of common defence led these groups to unite and act 
together in larger groups. In the middle ages the largest 
single group was the city, and this was practically a little 
republic. Through it the people governed their own 
local affairs, even to the point of providing military pro- 
tection. Their progress came entirely through the or- 
ganization and action of groups. 

4. The Nation the Largest Group. Just so, wher- 
ever men have made any progress they have had to 
act through groups of some sort. The largest group 
they have been able to work through, unitedly, thus far, 
is the nation. A nation contains within itself, of course, 
an immense number of smaller groups, industrial, politi- 
cal, social and religious. A nation is advanced and civil- 
ized in proportion as its people are prosperous, intelli- 
gent, moral, self-governing and inspired by progressive 
and worthy ideals ; and these conditions exist chiefly in 
proportion as the industries are numerous and varied and 
the life of the people expresses itself through a multitude 
of closely related and interdependent groups. Mere 
"bunching" of people is not real group development. 
The Chinese are largely bunched or grouped in towns 
and cities, but each group is very much like every other 
group, and so there is but little diversity, little variety in 
the people's experiences, little chance for imitation or 
criticism from one group to another, and therefore almost 
no growth of new ideas or devices and little expansion of 
individual character. 
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5. Influence of Patriotism. Patriotism is the senti- 
ment of loyalty to the national group, by its members. It 
is a strong influence in progress. It grows out of the 
citizens' realization that their interests, prosperity and 
progress depend upon the security, protection and wel- 
fare of the group, which includes all. Patriotism will in- 
duce men to sacrifice comfort, property and even life for 
their country, and thus it becomes a most efficient force 
in national development. It is the great resource to 
which statesmanship may appeal when mere individual 
interests would be too weak to create united action for 
any great national purpose. 

6. rieans of National Development. Briefly then, 
national development is the progress and expansion of 
the life and character of the people, within the nation, 
which is the largest group through which they can act or 
be acted upon. When national development ceases it 
means that the progress of the people is arrested. There- 
fore, it may be taken as a fundamental principle in politi- 
cal science that to promote national development is the 
end and aim of wise statesmanship. National progress 
takes place through complex and varied group develop- 
ment, the starting point of which is the increasing diver- 
sification of industries and employments. Making use of 
a country's natural resources should always be secondary 
to the development of the character of its people, and 
therefore when the natural environment or opportunities 
seem to lead only to the development of isolating, crude 
and monotonous industries, statesmanship should seek to 
promote greater variety and a higher quality of industrial 
effort. On the other hand, it should strive to check and 
weed out those evil tendencies, hardships and injustices 
which progress frequently brings along with its good 
results. To point out what the state ought to do and how 
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it may do it, in thus stimulating progress on the one hand 
and getting rid of its harmful features on the other, so 
that only its benefits may be left, is the chief task of po- 
litical science. 

SUGGESTED READING. 

In "Principles of Social Economics," Chapter I. of 
Part IV. This chapter is entitled: "Laissez Faire as a 
Guiding Principle in Public Policy," and while not 
directly discussing the theory of national development it 
states the scientific grounds upon which government may 
and should act so as to promote the welfare of the nation. 

In Pollock's "History of the Science of Politics," 
Chapter I., on "The Beginnings of Political Science." 

In Burgess' "Political Science and Constitutional 
Law," Chapter I. of Book I., Part I., on "The Idea of the 
Nation." 

EXTRACTS FROM READINGS. 

Pericles' Ideal for the State. "What the student of poli- 
tics has to note is this : there runs all through the speech 
the conception of the city, not as a mere dwelling-place 
or provision for material security, but as the sphere of 
man's higher activity. There is embodied in the city, in 
its laws, customs and institutions, a pattern and ideal of 
life for the citizen. ... 'We aim,' said Pericles, 'at a 
life beautiful without extravagance, and contemplative 
without unmanliness ; wealth is in our eyes a thing not 
for ostentation but for reasonable use ; and it is not the 
acknowledgment of poverty we think disgraceful, but 
the want of endeavor to avoid it'— words from which our 
modern society still has much to learn. And it was this 
loftiness of aim, this appreciation of the worth of human 
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life, which justified Athens in aiming likewise at primacy 
among the Greek states. If Pericles had used the jargon 
of modern diplomacy, he would have said that Athens 
had a mission to fulfil in holding up the best attainable 
exemplar of a civilized community." — From Pollock's 
"History of the Science of Politics," Chapter I. 

What is a Nation? "As an abstract definition, I would 
ofifer this : A population of an ethnic unity, inhabiting a 
territory of a geographic unity, is a nation. ... By 
geographic unity I mean a territory separated from 
other territory by high mountain ranges, or broad bodies 
of water, or impenetrable forests and jungles, or climatic 
extremes, such barriers as place, or did once place, great 
difficulties in the way of external intercourse and com- 
munication. By ethnic unity I mean a population having 
a common language and literature, a common tradition 
and history, a common custom and a common conscious- 
ness of rights and wrongs. Of these latter the most im- 
portant element is that of a common speech. It is the 
basis of all the rest. Men must be able to understand 
each other before a common view and practice can be at- 
tained. It will be observed that I do not include com- 
mon descent and sameness of race as qualities necessary 
to national existence. It is true that they contribute 
powerfully to the development of national unity ; but a 
nation can be developed without them, and in spite of the 
resistance which a variety in this respect frequently offers. 
Undoubtedly, in earliest times, sameness of race was pro- 
ductive of a common language and a common order of 
life ; but the early mixing of races by migration, conquest 
and intermarriage eliminated, in large degree, the in- 
fluence of this force. Territorial neighborhood and inter- 
course soon became its substitutes. In the modern era, 
the political union of different races under the leadership 
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of a dominant race results almost always in national as- 
similation. Thus, although the nation is primarily a 
product of nature and of history, yet political union may 
greatly advance its development, as political separation 
may greatly retard it. Sameness of religion was once a 
most potent power in national development, but the 
modern principle of the freedom of religion has greatly 
weakened its influence." — From Burgess' "Political Sci- 
ence and Constitutional Law," Chapter I. of Book I., 
Part I. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. What is a nation? 

2. State the real meaning of national development? 

3. In what narrower sense is "national development" often 

used? 

4. Describe the effect of different types of occupations or indus- 

tries on the character of a people. 

5. Explain why the kind of employments has so great an in- 

fluence on the character and progress of the people and 
hence of the nation. 

6. What is the relation of group association to human prog- 

ress? 

7. Mention some of the different kinds of groups in which 

people associate themselves. 

8. What were the medieval gilds, and what effect did they have 

on the growth of self-government? 

9. What is the largest group in which human beings as yet 

regularly associate. 

10. What condition as to the groups within a nation indicates 

high civilization and progress? 

11. What is patriotism, and in what way does it serve as a 

great force in national development? 

12. What is political science? 

13. What should be the chief object of statesmanship? 

14. By what two great general lines of policy is it possible to 

promote this object? 



CHAPTER II. 

NATURE, POWERS AND DUTIES OF GOVERNMENT. 

7. The State and Government. A distinct com- 
munity of people, organized as one political body, is a 
state ; and government is the form or instrument through 
which this organized body acts. In other words, govern- 
ment is the instrument by which a portion of the com- 
munity acts, with authority, for the whole. This authority 
may in some cases be exercised by one person, and then 
the government is an autocracy or despotism, as in China 
and Russia. It may be exercised partly by an hereditary 
monarch and partly by elected officials, as in Germany 
and England ; or by elected officials entirely, as in the 
United States, France and Switzerland. These differ- 
ences in governments arise out of differences in the char- 
acter, ideas and intelligence of the people living under 
them. 

Under hereditary despotism, as in Russia, the auto- 
crat acts for all the people, as they believe, by divine ap- 
pointment. While the people of Russia do not elect their 
czar, they passively and for the most part loyally ac- 
quiesce in the supposed divine selection. He acts for and 
represents them, though he is not selected by them. 
Under democracy, as in the United States, the govern- 
ment officials are selected by the conscious action of the 
people ; not of all the people, not even of all the adults, but 
by the male adults. This is the most democratic form yet 
adopted for choosing a national government. 

9 
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8. The Authority of Government. Whatever the 
manner of selecting a government, so long as it con- 
tinues to act authoritatively for the whole, whether 
by the direct choice or silent acquiescence of the 
people, its power must necessarily be absolute. If 
the government is to exist at all, its authority must 
be superior to that of any individuals or groups 
under it. The whole is greater than any of its parts. Its 
power is supreme because it represents the community in 
general. It is the court of last appeal in all disputes, and 
its authority over the individual extends even to the tak- 
ing of his life. Of necessity, the government must have 
absolute power to deal with the transgressing individual. 

But, while the individual at any given time is thus sub- 
ordinate to the government, the government itself is sub- 
ject to change or even overthrow by the individuals in 
the aggregate, whenever it ceases to represent or carry 
out the general ideas and wishes of the people. It is this 
fact that causes modifications in the forms of government. 
All the changes in governments, from absolute despotism 
to the completest democracy yet developed, are the result 
of repeated efforts and struggles to make the government 
more suitable to the needs and more representative of the 
ideas of the individuals. All the changes in the forms of 
government have arisen from changes in the habits, ideas 
and general character of the people living under them. 
Sometimes a change is a Icng time in coming, and some- 
times it comes very rapidly; sometimes it is brought 
about by orderly methods, sometimes by revolution ; but, 
whether it comes gradually or abruptly, by moral or by 
physical force, it results from the choice of the people or 
their pressure upon the government. Governments 
never volunteer to change their form. On the contrarv, 
they always tenaciously resist alteration, and yield only 
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when they are forced to choose between making reforms 
and facing a revolution. 

It is in this way that governments really reflect the 
general character of the people. In proportion as the 
people are poor, ignorant and superstitious, the govern- 
ment will be despotic and pretend to have some divine 
authority ; while in proportion as the people are well-oil, 
intelligent and characterful the government will be 
liberal and recognize individual rights and opinions. In 
other words, in proportion as people grow in wealth, 
intelligence and individual character, their personal free- 
dom increases and the range of the government's author- 
ity diminishes. 

Though there are always temporary exceptions, the 
general rule is that governments do what the individuals 
cannot as well do for themselves. The test of the in- 
dividual's capacity to do for himself any of the things the 
government has been doing for him is in whether or not 
he demands the right to do these things. When a gov- 
ernment fixes the religion and regulates the social life, 
wages and other conditions of the people, it is evidence 
that the people as a whole have not developed enough 
strength of character to decide these things for them- 
selves. On the other hand, where government regulates 
neither the wages, employments, religion or social con- 
ditions of the people, it is conclusive proof that the people 
have developed the capacity to determine these things 
better for themselves. Consequently we always find that 
where people are poorest the government does the most 
for them, and where the people are most prosperous and 
intelligent the government does the least for them and 
they do the most for themselves. 

9. Uses and Duties of Government. Government 
idoes not exist for itself but is only a means to an 
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end, which is the welfare of the individuals. It is a 
political instrument by which the community jointly acts 
for and ought to promote the welfare of its individual 
members. Socialists assume that the state is the great 
object to be developed, and that to this end individuals 
are but the means. This is contrary to the history and 
natural theory of government. Originally men were 
without any government, and it was instituted and toler- 
ated only because, tyrannical as it was at first, the order 
and protection it gave was better for the individuals than 
to go on living as imorganized, wandering nomads. It 
was only when individuals' interests became too numer- 
ous and conflicting, and their lives and relations with 
each other too complex to permit each one to look after 
and protect all his own interests single-handed, that rules 
of conduct were established and government created. 

In early and crude society, as we have seen, the govern- 
ment looks after a very large proportion of these indi- 
vidual interests, and there are certain fields in which gov- 
ernment probably always will continue to act, simply be- 
cause people will always be able to do these particular 
things jointly, through the instrument of government, 
better than by acting alone, each for himself. Except for 
these great general functions, like preserving order, ad- 
ministering justice, protecting the nation against out- 
side foes and harmful influences, and stimulating the 
general conditions of progress, the right and power of 
deciding and regulating conduct is being gradually trans- 
ferred from the government to the individual. This 
comes in proportion as the character and capacity of the 
individual expands, and it is one of the great duties of 
government to promote the conditions which will make 
its citizens capable of taking and using this larger author- 
ity ; in other words, to make itself less necessary by help- 
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ing the people to become more intelligent, self-reliant and 
responsible. 

10. Difference Between Paternal and Protective* 
Government. In proportion as the people thus assume 
the right and responsibility of doing such things as can 
be done better by themselves than by the government, 
the government ceases to be paternal and remains dis- 
tinctively protective in its functions. There is a marked 
difference between paternal and protective government. 
Paternalism means doing for the people ; protection 
means guarding the opportunities for the people to do 
for themselves. These two forms of government are 
frequently confounded, but in reality protection is as 
diiiferent from paternalism as democracy is from despot- 
ism. Paternalism, however, is not always necessarily 
bad. Whether paternalism or protection is the better 
policy for the nation depends entirely upon the civiliza- 
tion of the people. Where this is at a very low point, a 
merely protective government would be as ineffective 
and impossible as a democracy. Under such conditions 
paternalism is the more efificient and superior form. In 
Russia to-day, and in many other countries where indus- 
trial monotony, ignorance and poverty generally prevail, 
progress might be greatly hastened by an even more 
thoroughly paternal government, in many respects, than 
they already have. If Russia had been obliged to. wait 
for individual enterprise before any of her great rail- 
roads were built, she might to-day have had scarcely any. 
If, now, the Russian government would build factories 
and conduct manufactures, as it has built the railroads, 
and at the same time encourage individual investment 

* The words "protection" and "protective" as here used have 
an altogether broader meaning than customs tariff duties. See 
Chapter VIII. on Protection. 
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in the same lines, Russia's industrial progress might be 
hastened by several decades or even generations. In the 
relatively crude, medieval conditions of such a country, 
with but little capital, energy or ideas, progress comes 
only by the very slowfest process of evolution, and a 
paternal government by introducing modern industries 
may greatly hasten the general advancement of the coun- 
try. The government, under such conditions, is the most 
effective and active power in the community, while under 
high civilization it is constantly behind and inferior to 
individual enterprise. When a nation has passed the 
early stages of industrial and social life and reached the 
point where individual enterprise takes the lead in indus- 
try, and government is conducted by elected representa- 
tives of the people, then paternalism become a waste, and 
government is or should be limited chiefly to its protec- 
tive, judicial and educative functions ; encouraging the 
people to do for themselves and protecting them therein. 

SUGGESTED READING. 

In "Principles of Social Economics," Chapter II. of 
Part IV., on "The State ; or, the Nature and Function of 
Government." This chapter takes up, among other things, 
the question of whether the state should be considered an 
organism, as maintained by the socialists and even by 
Herbert Spencer, or an organisation ; and shows the 
widely different directions in which these two theories 
lead, when applied to practical policies. 

In Burgess' "Political Science and Constitutional 
Law," Chapters I. to IV. inclusive, of Book II., Part I., 
discussing respectively the idea and conception of the 
state, its origin, its forms and its ends. Also, Chapter I. 
of Book II., Part II., showing the process of develop- 
ment of individual liberty. 
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In Pollock's "History of the Science of Politics," 
Chapter II., which discusses the theories of sovereignty 
and government held in the later middle ages. 

In Willoughby's "The Nature of the State," Chapters 
II. (on "Preliminary Definitions and Distinctions") ; VI. 
(on "The True Origin of the State"); IX. (on "The 
Power of the State: Sovereignty"), and XII. (on "The 
Aims of the State"). Chapters III., IV. and V. are also 
of importance, analyzing and criticising various theories 
of the origin of the state. 

In Wilson's "The State : Elements of Historical and 
Practical Politics," Chapters I., XIIL, XV. and XVI. 
These chapters deal with the early forms of government, 
nature of the state, nature, forms, functions and objects of 
government. 

EXTRACTS FROM READINGS. 

Liberty and Government. "There never was, and there 
never can be, any liberty upon this earth and among 
human beings outside of state organization. Barbaric 
self-help produces tyranny and slavery, and has nothing 
in common with the self-help created by the state and 
controlled by law. Mankind does not begin with liberty. 
Mankind acquires liberty through civilization. Liberty 
is as truly a creation of the state as is government ; and 
the higher the people of the state rise in civilization, the 
more will the state expand the domain of private rights, 
and through them accomplish the more spiritual as well 
as the more material ends of civilization ; until, at last, 
law and liberty will be seen to be harmonious, both in 
principle and practice." — Frorh Burgess' "Political Sci- 
ence and Constitutional Law," Chap. IV., Book II., Part I. 

Some Protective Functions of Government. "There are 
some things outside the field of natural monopolies in 
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which individual action cannot secure equaUzation of the 
conditions of competition; and in these also, as in the 
regulation of monopolies, the practice of governments, of 
our own as well as of others, has been decisively on the 
side of governmental regulation. By forbidding child 
labor, by supervising the sanitary conditions of factories, 
by limiting the employment of women in occupations 
hurtful to their health, by instituting official tests of the 
purity or the quality of goods sold, by limiting hours of 
labor in certain trades, by a hundred and one limitations 
of the power of unscrupulous or heartless men to out-do 
the scrupulous and merciful in trade or industry, govern- 
ment has assisted equity. . In scores of such 
cases government has intervened and will intervene; but 
by way, not of interference, by way, rather, of making 
competition equal between those who would rightfully 
conduct enterprise and those who basely conduct it. It 
is in this way that society protects itself against perma- 
nent injury and deterioration, and secures healthful equal- 
ity of opportunity for self-development." — Frorti Wilson's 
"The State," Chapter XVI. 

Things the Government May Do. "Under the non-so- 
cialistic duties of the government are included those 
which if not assumed by the state would not be exercised 
at all. They are duties not essential to the state's exist- 
ence, and yet, from their very nature, not likely or even 
possible of performance by private parties. Such duties 
as these are therefore not socialistic, because their public 
assumption does not limit the field of private enterprise, 
nor in any way interfere with private management of any 
sort of industry. As a rule, they are pow-crs educational 
in character rather than coercive, directive rather than 
controlling. ... Of this character is that large class 
of governmental duties, that we have before mentioned 
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the exercise of which results in the raising of the plane of 
competition, rather than destroying it. . . Their 

purpose is, not to interfere with the struggle for existence 
and the survival of the fittest, but to transform the en- 
vironment, and, by diffusing sounder information con- 
cerning the character of the conditions and the nature of 
the forces by which man is surrounded, to render it pos- 
sible for him either to harmonize his efforts with them, 
or to direct his strength and intellect to a modification of 
them. In fine, to increase his opportunities." — From 
Willoughby's "The Nature of the State," Chapter XII. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. Define the "state" and "government," explaining the dif- 

ference between them. 

2. Describe some of the different kinds of governments. 

3. Why must the power of government necessarily be absolute? 

4. Explain in what sense the government itself is finally subject 

to the people, in the case of autocracy as well as of de- 
mocracy. 

5. Through what kind of efforts have all the changes in gov- 

ernments come about? 

6. Give illustrations showing how governments reflect the gen- 

eral character of the people. 

7. Explain why this is- so. 

8. What general rule determines the field in which governments 

act? 

9. Should government be regarded as an end in itself or a 

means to an end? If the latter, to what end is it a means? 

10. What is the tendency, as civilization advances, as to the pro- 
portion between governrtient and individual activity? 

ir. Explain the difiference between paternal and protective gov- 
ernment. Which type tends to disappear with the ad- 
vance of progress? 

12. State the conditions under which a paternal government is 

best for a country, and illustrate by examples. 

13. What is the great object of the protective functions of gov- 

ernment? 



CHAPTER III. 

FROM DESPOTISM TO FREE GOVERNMENT. 

1 1 . Savage Life. In studying the history of govern- 
ment we find that political changes follow in the path of 
industrial development. The fewer and simpler the in- 
dustries the more despotic the government ; and the more 
complex and varied the industrial life the more directly 
representative and liberal the government becomes. 

The earliest condition in which human life is found is 
that of savagery. The word savage does not necessarily 
mean ferocity or brutality, but it indicates the lowest 
known condition of human life. There are degrees even 
of savagery ; some types have been found in Borneo and 
elsewhere, who neither cultivate the land nor have do- 
mestic animals, except the dog; have no family life, but, 
as Dalton describes them, live "absolutely in a state of 
nature." 

At this stage there was, of course, no such thing as 
government or political organization. There was really 
no need of government, because there were no fixed in- 
dustries, no social life, no family obligations. As Edward 
Jenks, of Oxford, says :* "The actual savage is usually a 
miserable, underfed and undersized creature, naked and 
shivering, houseless, in constant terror of dangers seen 
and unseen, with no family ties as we understand them, 



* Page 14 of "A Short History of Politics," by Edward Jenks, 
M.A., of Oxford University. 
18 
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with no certain food supply, and no settled abode," con- 
sequently no need of government. 

12. Tribes and Families. A little later we find men 
associating in a crude way in wandering groups or rudi- 
mentary "tribes," in order to hunt and fight more effec- 
tively and for the sake of better protection against other 
savages and the wild beasts of the jungle. The leader of 
such a group would be its most powerful warrior or 
hunter, and as this form of association became more 
thoroughly developed the individual members would be 
absolutely subject to arbitrary tribal law. In many cases 
everything was regarded as belonging to the tribe in 
common ; the women even being treated as common 
property and the children as children of the tribe. 

Very early, however, some recognition of individual 
rights arose, and family life began. At first this was 
based chiefly on force ; husbands had to steal their wives, 
and frequently one tribe would raid another and carry 
off the women. It was the first great step, however, in 
the separation of individual rights from common rights, 
and gradually led to a very important form of social or- 
ganization, the so-called "patriarchal" family group. In 
some quarters it is more than likely that this patriarchal 
family developed quite as early as the tribe, perhaps 
earlier ; the tribes being formed later by the association of 
numerous large family groups. 

These patriarchal families were groups of people, cen- 
tered around some male head regarded as the father of 
the group. Not all the members of one of these groups 
were related to the head ; indeed, often the majority were 
in no way related. Except to his immediate family the 
father was a political, not a natural, father. The family 
was enlarged in many different ways, often by captives 
taken from other patriarchal groups in battle. Whether 



20 OUTLINES OF POLITICAL SCIENCE 

the increase was by new births, refugees from other 
groups, or captives in war, it was all the same. Wives, 
children, captives, slaves, all were a part of the patriarchal 
family, and over them all the father or head of the family 
was absolute despot. He could punish, sell, kill or do 
whatever he pleased with any member of the family. 

13. Beginnings ofi Settled Life. Both the>tribe and 
the patriarchal family came into existence as the result 
of men's efforts to get a living and to protect life and per- 
sonal belongings. The same efforts, further continued, 
led to the domestication of animals, herding, raising of 
crops, and forming of permanent settlements. 

When animals were caught for food the huntsmen 
would often have morcthanj'they required for immediate 
use, and sometimes-would keep them alive partly for the 
sake of sport or amusement, partly in order to torture the 
beasts, and partly to have them ready to kill some other 
day. Some of the captive animals would live long enough 
to excite the interest or even affection of their captors, 
and, if the pangs of hunger were not too strong, they 
would be kept as pets and so become domesticated. 

The domestication of animals was an important step in 
industrial development. It furnished a reserve source 
of food and clothing supply, besides very useful help in 
carrying burdens. The development of herds and flocks 
compelled a more settled kind of life, with more rapid 
increase in population. This intensified the problem of 
the food supply, for, the smaller the area over which the 
group roamed, and the larger the group, the greater must 
be the supply of food per square mile. Mere gathering of 
nuts and berries was not enough, and so men very 
naturally turned to crude forms of agriculture. Instead 
of relying on spontaneous growth, men were forced to 
plant and harvest crops; and this, even more than the 
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domestication of animals, tended towards permanent 
settled life. Manifestly, the ownership of herds and 
flocks and cultivation of the fields made it necessary that 
the people should stay at least a season at a time in one 
place, otherwise the crops could not be harvested nor 
the flocks and herds cared for. 

14. Early Forms of Qovernment. This raising of 
flocks and cultivation of the land carried with it the idea 
and the fact of ownership of the products. People would 
not raise crops unless they could have them, and so the 
right of property was developed. This, necessarily, 
brought with it the general social recognition of the right 
of property and social protection of the ownership of 
property. A code of rules became necessary. Recogni- 
tion of the right of property, of course, involved the for- 
bidding of theft. It was no longer permissible to take 
whatever was in sight. This naturally brought about a 
higher form of political organization than mere tribal or 
patriarchal despotism. Some power was required to en- 
force these rules for the protection of property and per- 
sonal rights, and, therefore, the tribe and family systems 
of authority naturally developed into more regular, re- 
sponsible forms, and became in a proper sense govern- 
ments. At first government authorities were not strong 
enough to enforce obedience without some outside sup- 
port, and so they had to appeal to a supernatural sanc- 
tion. The people would respect commands that pur- 
ported to come from their tribal or national gods when 
they would not respect the ruler's personal edicts. This 
form of government was known as theocracy — govern- 
ment by God. 

Under it, agriculture was developed, towns and cities 
grew up, and a considerable amount of trade and manu- 
facturing arose. With the increasing variety of indus- 
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tries came, of course, the necessity for more numerous 
and special laws regarding personal and property rights. 
With more law-making there was more discussion and 
argument, if only among the few who composed the 
governing group, and therefore a more rational element 
in government. As the people's interests of all sorts 
multiplied, the advantage of having a settled government 
and laws to define and protect these interests became 
more and more obvious, and the necessity of claiming a 
divine sanction for government gradually died out. The 
ruler ceased to issue his edicts as direct laws of God, but 
still acted on the theory that his right to rule came from 
God. Thus theocracy gave way to autocracy, or one-man 
government, supported by the "divine right of kings" 
theory, which still prevails in oriental countries, and in 
Russia, and is only just passing out of recognition in so 
modern a country as Germany. 

SUGGESTED READING. 

In Lubbock's "Origin of Civilization," Chapters I., 
III., VII., VIII. and IX., on the conditions of life, cus- 
toms, tribal and family relationships, character, morals 
and laws of primitive savages. 

In Jenks' "History of Politics," Chapters I. to VI. in- 
clusive; treating respectively of "Types of Society." 
"Savage Organization," "Patriarchal Society in General," 
"The Domestication of Animals," "Tribal Organization" 
and "Agriculture and the Clan." 

In Pollock's "History of the Science of Politics," 
Chapter III., on eighteenth-century theories about the 
state, government, right of sovereignty, the "social con- 
tract," etc. 
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EXTRACTS FROM READINGS. 

Beginnings of Agriculture. "It is fairly clear that, 
during the purely pastoral epoch, there were no per- 
manent divisions of the land within the tribe. Each 
man's share of the tribal land was reckoned, not in acres 
or other land measurement, but in cattle and sheep. It 
was, obviously, much easier to reckon this way than to 
go to the trouble of measuring out the land and allotting 
a portion to each man. The cattle wandered about, ac- 
cording to the season of the year, followed by the tribes- 
men with their tents and scanty goods ; and it is probable 
that this is all that a good deal of the so-called nomadism 
amounted to. But now we have to suppose the practice 
of agriculture slowly adopted, 'because of the abundance 
of the households.' Gradually this wandering existence 
became more and more impossible. Granted that, at first, 
the cultivators of the soil cleared and broke up any part 
of the forest land not actually occupied by their fellow- 
tribesmen, sooner or later the improvements in agricul- 
ture described at the beginning of this chapter rendered 
people unwilling to abandon their land. But who were 
the earliest cultivators of the soil? Obviously, the 
strangers attached to the tribe, upon whom the rough 
work of the community fell, and who would be the first 
to suffer from scarcity of food. Gradually the tribal terri- 
tory thus got broken up among the rich tribesmen, each 
with his "Ceile" or dependents and his "Fuidhir" or 
strangers ; and, after three generations of holding, he 
could not be dispossessed." — From Jenks' "History of 
Politics," Chapter VI. 

No Freedom in Savage Life. "Even the lowest races of 
savages have laws. Nay, every action of their lives is 
regulated by numerous rules, none the less stringent be- 
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cause unwritten. Thus Mr. Lang, speaking of the Aus- 
tralians, tells us that 'instead of enjoying perfect personal 
freedom, as it would at first appear, they are governed 
by a code of rules and a set of customs which form one of 
the most cruel tryannies that has ever, perhaps, existed 
on the face of the earth, subjecting not only the will, but 
the property and life of the weak to the dominion of the 
strong.' . . . No savage is free. All over the world 
his daily life is regulated by a complicated and apparently 
most inconvenient set of customs (as forcible as laws), of 
quaint prohibitions and privileges ; the prohibitions as a 
general rule applying to the women, and the privileges to 
the men. 'To believe,' says Sir G. Grey, 'that man in a 
savage state is endowed with freedom, either of thought 
or action, is erroneous in the highest degree.' " — From 
Lubbock's "Origin of Civilization," Chapter IX. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. What is the earliest known state of human life? Describe 

some of its principal characteristics. 

2. What was the earliest form of human association? How 

did it originate? 

3. Under this early tribal organization, what was true of indi- 

vidual rights of person and property? 

4. Describe the patriarchal family system. To what extent 

did the authority of the "father" reach? 

5. What custom was probably the earHest step towards settled 

life? How did this custom arise? 

6. How did agriculture begin? How did this affect the condi- 

tions of community life? 

7. In what way did the idea and necessity of personal owner- 

ship of property arise? 

8. How did the growth of property ownership lead to higher 

and more regular forms of government? 

9. In what way was the authority of earlv rulers supported? 

Why was this necessary and how did it disappear? 



CHAPTER IV. 

FROM DESPOTISM TO FREE GOVERNMENT — Continued. 

15. The Era of Despotism. For twenty centuries 
before the Christian era, industrial progress was very 
meager. The masses wore skins, went barefoot, and, 
being subject to sale as slaves for debt, the majority fell 
into slavery. Under this industrial stagnation and uni- 
formity there was little incentive for the development of 
new political institutions. The tendency was to enthrone 
despotism more securely. Powerful monarchs were con- 
stantly seeking to extend their kingdoms, and so make 
monarchy still more uniform by increasing the range of 
its authority. In other words, subjection of weaker tribes 
and kingdoms to stronger ones was the struggle of many 
centuries, culminating in the Roman empire, which en- 
deavored to bring all the known nations of the earth 
under one political system with a single headship, the 
Roman emperor. Under the Roman empire, the Chris- 
tian church rose to great political as well as religious 
authority, taking on this' same principle of universal uni- 
formity, which still remains the guiding principle of the 
Catholic church. 

With the fall of the Roman empire in the fifth century, 
this regime of political "universality" broke down, and 
society dissolved into its primitive elements. Then, 
for five hundred years, the great struggle was to re- 
establish the old Roman empire, and indeed this was par- 
tially accomplished by Charlemagne in the year 800. 

25 
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But he only lived as emperor fourteen years, and the 
struggle to restore the empire utterly failed. 

16. Feudalism and the Towns. Gradually, through- 
out Europe, the strong warriors and great landowners be- 
came practically kings, each in his own domain, and the 
people settled down in local groups. Land ownership was 
the chief center of power and authority, and the people 
swore fealty to the lords and barons who held the land and 
protected them in return. By the tenth century this 
"feudal system" had extended over the most of Europe, 
but through it all the church continued without material 
change. While universal authority had entirely disap- 
peared in government, it was even more tenaciously re- 
tained in the church. The barons were constantly fight- 
ing for supremacy among themselves, or between them- 
selves and the kings, who in many cases were practically 
only great barons, but the church claimed authority over 
them all. It assumed the right to make and unmake 
kings at will. 

Two great movements, of far-reaching consequences, 
developed under the feudal system. One was the growth 
of towns, on the barons' domains, which became centers 
of industry and trade ; the other was the crusades, which 
took many of the more enterprising; leaders in Europe 
into the Holy Land where they came in contact with the 
people of the Orient. The crusaders brought back to 
Europe many of the more advanced eastern ideas re- 
garding art, literature, commerce, and the use of manu- 
factured luxuries which had been produced for the 
opulent oriental kings. This, together with the great 
demand for war implements and means of transportation, 
in the crusades, greatly stimulated manufacturing and 
artistic industries, which in turn increased the population 
and multiplied the interests within the towns. 
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Therefore, the towns grew in prosperity, wealth and 
population, and became the envy of the barons, who 
looted them on every opportune occasion. Naturally, the 
people would cooperate to protect their property and 
liberty, and frequently the king, who was usually at war 
with the barons, would side with the towns, granting the 
citizens or "burghers" special charters, conveying new 
rights and privileges and exemption from some of the 
exactions of the barons. This tended to make the towns 
friendly to the king and stronger in their resistance to the 
nobles. 

Such was the progress in this direction that during the 
eleventh and twelfth centuries Europe was dotted with 
towns and cities, which had acquired by these means 
some degree of self-government, and not a few of the 
free cities had become practically little republics. At the 
same time, as a result of the struggle of the barons for 
political rights denied them by the king, the great charter 
of Henry I., in England, was issued, in iioo, and magna 
charta by King John in 1215, which laid the foundation 
for modern free institutions. As the towns grew richer 
and stronger they acquired more and more industrial and 
political rights, and feudalism declined. By the fifteenth 
century it had almost passed away, and the power of the 
monarch was increasing, but, since the monarchy had 
grown by the aid of the industrial or burgher class 
against the land barons, the power and influence of the 
towns, as between these two forces, steadily increased. 
As early as 1265 the burghers were summoned to send 
representatives to the first English parliament, and by the 
middle of the fourteenth century the house of commons 
became an established force in the government of Eng- 
land. This was really the beginning of representative 
ffovernraent. 
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17. Struggle Between Church and State. A great 
struggle now took place between the new and growing 
principle of national sovereignty, as represented chiefly 
by England, and the old principle of universal authority 
as represented by the church. This lasted from the 
twelfth to the sixteenth century. The church recognized 
no political lines or civil laws, but claimed the right to 
make kings or governments, basing this on the claim of 
divine authority. But, with the growth of cities and the 
development of industry, trade and commerce, a larger 
and larger portion of the population was becoming ex- 
perienced in public affairs, more determined to regulate 
their own industrial interests, free from church inter- 
ference, and the church was ultimately defeated. It be- 
came exclusively a religious institution, and govern- 
ment a political institution. This meant the firm estab- 
lishment of independent nations, as the new type of poli- 
tical life. 

18. Further Growth of Freedom. Within the 
nations, especially England, this same tendency con- 
tinued, taking the form of the development of new groups 
of interests, with new demands for new rights and privi- 
leges. The extent to which these new groups succeeded 
in gaining their demands was everywhere in pro- 
portion to the industrial progress of the various 
nations. Where industry remained uniform and 
the methods unchanged, monarchy resisted all inroads, 
and where manufacturing industries declined, as in 
Spain after the Moors were driven out, the govern- 
ment relapsed to an even more despotic type, the repre- 
sentative element disappearing altogether. But where 
industries and employments multiplied, as in England, 
new demands for political rights, arising out of the varied 
industrial and social interests, rapidly increased, and a 
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broader basis of government became necessary. The 
efforts of the king to retain absolute authority provoked 
discontent, then petitions, then open revoU, and, as in the 
case of Charles I., overthrow of the monarchy. This 
forced a wider representation of the people in govern- 
ment and definite recognition of the people's rights, 
which even the king could not ignore. By the revolution 
of 1688, in England, the right of the people to rule, 
through parliament, even to the making and unmaking 
of kings, was finally established and the way opened for 
literal democracy. 

The next great step was a revolution in the methods of 
industry, the rise of the factory system in the latter half 
of the eighteenth century.* This brought the laboring 
or distinctly wage-earning group into prominence for the 
first time, and still further separated the interests of land- 
lords and manufacturers ; the result being new move- 
ments for political freedom both by the "middle" (or 
manufacturing) class and the wage-earners, until finally 
nearly all male citizens in advanced countries have been 
admitted to at least some voice in the government. 

19. Rise of Democracy. The early settlers of this 
country brought with them the ideas of freedom and 
progress that were developing in England, and, being 
far away from the direct influence of old tradition and 
force, it was not long before we broke away and 
established a new and more advanced type of govern- 
ment — democracy. This new type was only a natural 
step in advance of the last stages of the old. It made 
government entirely representative and elective, remov- 
ing the monarchical element altogether. With the prog- 
ress of our own civilization since then, we have still 



*See "Outlines of Social Economics," Chapter II. 
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further extended the range of freedom and protected -the 
citizen's right to express his choice in the government, 
freely and unmolested. 

20. Backward Nations. In many countries, especi- 
ally in the Orient, but little industrial diversification has 
taken place, and consequently little growth of political 
freedom. The old universal-authority type of govern- 
ment, with one-man despotism, still prevails in China and 
largely in Russia. Those European nations that have 
made least progress in industrial development have made 
least progress towards democratic government, as Russia, 
Turkey and Spain. On the other hand, where the indus- 
trial diversification has been most marked and continu- 
ous, as in England, the United States, Germany and 
France, representative free institutions have developed, 
and the principle of democracy, in one form or another, 
has practically and in some cases actually and completely, 
supplanted that of monarchy. 

SUGGESTED READING. 

In "Principles of Social Economics," Chapters V. to 
VII. inclusive, of Part I., describing and discussing the 
rise and fall of the medieval "free cities," and the progress 
of political freedom growing out of industrial develop- 
ment. 

In Gibbins' "Industry in England," Chapter IV., on 
"The Manor and the Manorial System;" Chapter VI., on 
"The Towns and the Gilds;" Chapter X., on "The 
Towns, Industrial Villages, and Fairs ;" Chapters XXL, 
XXII. and XXIII., on "The Epoch of the Great Inven- 
tions," "War, Politics and Industry," and "The Factory 
System and its Results," respectively. Or, in the same 
author's smaller volume, "Industrial History of Eng- 
land," Chapters I. and II., Period II. ; Chapter III., 



FROM DESPOTISM TO FREE GOVERNMENT 3 1 

Period III.; Chapters II. and IV., Period V.; covering 
the same subjects in abbreviated form. 

In Jenks' "History of Politics," Chapters VII. to XIV. 
inclusive. These chapters treat respectively of "Industry 
and the Gild," "The State and Feudalism," "Early Politi- 
cal Institutions," "The State and Property," "The State 
and Justice," "The State and Legislation," "The State 
and Administration" and "Varieties of Political Society." 

In Gneist's "History of the English Parliament," Sec- 
tions VIII. and IX., of Part I., and I. to VI. inclusive, of 
Part III., on magna charta, the beginnings of the English 
parliament, and organization of the church. 

In Pollock's "History of the Science of Politics," 
Chapter IV., on "Modern Theories of Sovereignty and 
Legislation." 

In Guizot's "History of Civilization in Europe," Lec- 
tures IV., VII., VIII. (second part), X., XII. and XIII., 
treating respectively of "The Feudal System," "Rise of 
Free Cities," "The Crusades," "Attempts at Organiza- 
tion," "The Reformation" and "The English Revolution." 

In Hallam's "Europe During the Middle Ages," Chap- 
ter II., on "The Feudal System, Especially in France," 
and Chapter VII., on "Ecclesiastical Power During the 
Middle Ages." 

In Maine's "Popular Government," Essay II., on "The 
Nature of Democracy." 

EXTRACTS FROM READINGS. 

Forms of Government. "Sovereignty may be organized 
in different ways. It may be vested (in theory at least) in 
the hands of a single individual, as, for example, in 
Russia. Or it may Le vested, and this is by far the com- 
moner case, in a number of individuals or bodies, as in 
the Crown, Lords and Commons, in the British empire. 



32 OUTLINES OF POLITICAL SCIENCE 

As this latter arrangement always gives rise to a good 
many elaborate rules concerning the relationship between 
the dififerent individuals or bodies composing the 
sovereign poller, it has received the name of constitutional 
government, while the sovereignty vested in a single in- 
dividual receives the name of autocratic government. But 
we must be careful to remember that, owing to political 
passions, these names have received moral as well as 
scientific meanings. By autocratic rule, many people mean 
arbitrary or capricions rule ; by constitutional government, 
they mean mild or good government. Of course, the 
government of a numerous body may be, and often is, just 
as arbitrary and capricious as the rule of a single indi- 
vidual ; and vice versa. Needless to say, the proportions 
in which sovereign power is divided among the different 
members of a sovereign body varies almost infinitely with 
each case. And so also do the methods by which the 
various members are selected. Sometimes the executive 
and legislative powers are quite distinct, as in the Ger- 
man empire, and, virtually, in Austria; sometimes they 
are combined, as in England. Sometimes the law courts 
are beyond the control of the legislature, as in the United 
States of America ; sometimes they are, legally at least, 
subject to its control, as, again, in the British Empire. 
Again, the head of the state may be hereditary or elective, 
and this independently of the extent of his powers. The 
German Emperor, with very great power, is hereditary; 
the President of the United States, also with great power, 
is elective. The King of the Netherlands, who has very 
little power, is hereditary; the President of the French 
Republic, also with small power, is elective." — From 
Jenks' "History of Politics," Chapter XIV. 

The Factory System and Political Progress. "Now it is 
noticeable that the Industrial Revolution, which caused 
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SO much misery to the working classes at first, gave them 
in the end much of their present poHtical power by the 
very nature of its economic conditions. The use of ma- 
chinery worked by steam power necessitated the concen- 
tration of workers into factories, where this power could 
easily be supplied to a set of machines; and since fac- 
tories, again, to obtain steam power, must be situated 
near a convenient supply of coal, it resulted that the 
population working in manufactures was compelled to 
concentrate itself on the great coal-fields. To this migra- 
tion of the population to the coal districts of the North 
and Northwest we have already alluded, and it only re- 
mains to point out here how the growth of great manu- 
facturing towns, resulting from this process, created im- 
mediately the political question, as to the proper repre- 
sentation of such large masses of people in Parliament. 
. . . One may note, also, the class jealousy of the 
great landed proprietors of the House of Lords against 
the new manufacturing population that was demanding 
admittance into the councils of the nation. . . . The 
Reform Bill was passed at last, and the manufacturing 
population of the towns gained the first step in their 
progress towards political influence. It was, however, 
only a step, and many more had to be taken before they 
could be said to be adequately represented in the life of the 
nation. But the history of their progress towards the 
franchise is a matter for the political historian ; the econo- 
mist need only notice that the coal mine and the spinning 
jenny revolutionized the face of English politics as effect- 
ually as the guillotine changed the course of the politics 
of France." — From Gibbins' "Industry in England," 
Chapter XXII. 
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QUESTIONS FOR REVIEW OR DEBATE. 

1. What industrial causes led up to the system of universal 

authority, as attempted by the Roman empire? 

2. What were the essential features of the feudal system? How 

did that system arise? 

3. Describe the rise of manufactures and towns on the feudal 

estates? 

4. How did the crusades affect the growth of industries and 

towns in Europe? 

5. How did the towns manage to secure trade privileges and 

political rights? 

6. What may be said of the influence of these medieval towns 

on the growth of political and religious freedom in Eu- 
rope? 

7. What was the great point at issue in the struggle between 

church and state during the middle ages, especially in 
England? How did the struggle end? 

8. What were the great general forces that led up to the revo- 

lution of 1688 in England? What principle was finally 
established by this revolution? 

9. What new steps in political freedom resulted from the rise of 

the factory system? Explain the reason. 
ID. What circumstances enabled the people of this country suc- 
cessfully to establish a new type of government? 

11. Describe some of the distinctive features of democracy. 

12. What is the principal cause of the failure of oriental nations 

and the backward countries of Europe to make any im- 
portant progress in political institutions? Illustrate. 



CHAPTER V. 

STATESMANSHIP AND POLITICS. 

21. Points of View of Business Han and States= 
man. Under popular government there is a great variety 
of political activity. Different groups in the community, 
having different interests, such as agricultural groups, 
manufacturing, financial, mercantile, labor, etc., seek to 
direct and shape legislation so as to promote their special 
interests. Partly from this fact, and partly from the fact 
that business methods often seem more direct, definite 
and effective than governmental policies, the idea is fre- 
quently expressed that politics should be regarded and 
conducted simply as "business" and according to busi- 
ness rules. Except as to the details of mechanical ad- 
ministration of government, this is a mistaken idea. In 
all departments of government which involve the choice 
of public policies to be pursued, the statesman's point of 
view, from which he should act, is not necessarily the 
same as, and often may be quite different from, what is 
regarded as the business man's point of view. 

The business man's point of view, naturally, is that of 
his own business, and is usually a short-range view. His 
first duty is to consider the success of his own enterprise. 
This largely depends upon the good judgment and in- 
tegrity of his buying and selling. In his business he is 
called upon to deal directly with a limited number of peo- 
ple, and chiefly the same people. He meets facts as they 
arise every day in this immediate and close-range circle 
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of activity. He is concerned with how to create for him- 
self a margin between the price at which he buys his 
goods or raw materials, and that at which he sells. He is 
not to be criticised for this ; it is the practical and neces- 
sary course for the successful business man. "Business" 
is to make the most out of existing industrial conditions, 
or, in business parlance, the market. 

But the statesman's point of view is quite diflferent. 
He does not deal with buying and selling. His func- 
tion is not merely to take advantage of industrial con- 
ditions as they are at present, but rather to deal with the 
influences and conditions which shall determine the op- 
portunities and possibilities of business and of social wel- 
fare in the future. 

A citizen may be a successful business man and also a 
successful statesman, but it will not necessarily or even 
probably be because he either takes his business methods 
into statesmanship or the methods of statesmanship into 
business. He may be a good business man and a very 
poor statesman, and he may be a good statesman and a 
very poor business man. Success in the one sphere does 
not necessarily imply success in the other, because thev 
do not call for the same kind of methods or reasoning or 
general point of view. The point of view of the statesman 
is that of the welfare, not of one industry or of one class, 
but of the whole community. His concern is so to direct 
the policy of the nation as to improve the opportunities 
for successful business in all its variety. The question 
with him is not how to take advantage of a rising or fall- 
ing market, hut liow to influence future conditions so 
that the market shall be permanently expanding and thus 
afford the opportunity for growing business prosperity. 

The duty of the statesman is to consider the principles 
which govern industrial and social conditions, and base 
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policies upon them ; in other words, it is his duty to create 
opportunities, and that of the business man to utilize 
them. The highest qualification for statesmanship, there- 
fore, is not necessarily the successful conducting of indus- 
trial enterprises, but consists rather in mastery of the 
principles which underlie and govern the conditions 
which shall make successful industry possible. The suc- 
cess of a statesman must come from his adequate knowl- 
edge and comprehension of the laws and influences gov- 
erning the infinite variety of motives and forces that 
are at work in a complex human society. He must see 
from the point of view, not of profits to himself, but of the 
welfare of the whole community with all its seeming con- 
flicting interests, from center to circumference. 

In studying this problem and endeavoring to act from 
this point of view, he will note, for one thing, that the 
prosperity of the community depends in the last analysis 
upon the existence of an active, varied and increasing 
market for the products of industry. Where this is 
present sales are large, business is profitable, labor is well 
employed, and the general social welfare of the whole 
community is increasing; in short, civilization is pro- 
gressing. 

22. Wage=Earners arid National Welfare. The 
statesman will look for the economic causes which tend 
to promote this opportunity for business prosperity. 
Having seen the importance of the market, as the basis of 
industry, the question for the statesman is. What makes 
the market? Here the fact appears that the market is the 
active or effective demand for goods by the masses of the 
community, and under modern conditions this means the 
great laboring or wage-earning class. In other words, 
the welfare and consuming power of the wage-earning 
class is the foundation and support of the prosperity of 
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the nation as a whole and of the business and capitalistic 
interests in particular. 

This logically leads the statesman to adopt a much 
broader attitude than that of the business man who is 
governed by the close-range buying-and-selling point of 
view. When business becomes dull and profits diminish, 
the first impulse of the business man is to depress wages 
and buy as little as possible. From his point of view this 
seems the most direct way to prevent disaster, but from 
the broader view of the statesman it is clear that this 
policy, if generally adopted, instead of preventing busi- 
ness misfortune would tend to spread and intensify it. To 
remedy the evil of a declining market by reducing wages 
is to restrict and cut ofif the largest element in that mar- 
ket, the laborers' power of consumption. Every contrac- 
tion of the laborers' income is a contraction of the market 
and sooner or later a check to business prosperity. 

The statesman will further see, however, that it is use- 
less to ask the business man not to act in this way. It is 
unavoidable from the business man's point of view. The 
statesman's duty, therefore, is not to denounce the busi- 
ness man for doing what to him is an obvious necessity, 
but to act positively and effectively in the broader field of 
directing public policy so as to stimulate the influences 
that create and diversify the market. Since the wage- 
earners' consumption is the foundation of market ex- 
pansion, and therefore of business prosperity, and there- 
fore of national welfare, the statesman's attention should 
be chiefly devoted to the conditions and influences which 
broaden the laborer's social life and raise his standard of 
living, because without this there can be no large and in- 
creasing consumption of goods. 

23. The Test of Sound Public Policy. It may be 
said, therefore, that the final test of sound public policy in 
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any nation is the influence of that policy upon the social 
opportunities and the industrial condition of the wage 
class. Whatever economic reform is proposed, whether 
in taxation, trade privileges, money, banking, foreign 
trade or labor legislation, the most important test of its 
permanent influence upon the welfare of the nation is its 
efifect upon the opportunities for elevating and broaden- 
ing the social life and so increasing and diversifying the 
consumption of the wage-earning community. 

SUGGESTED READING. 

In "Principles of Social Economics," Chapter IV. of 
Part I., showing the connection between large consump- 
tion of wealth by the masses, and the progress of civiHza- 
tion. 

In "Wealth and Progress," Chapter II. of Part III., on 
"How to Enlarge the Social Opportunities of the 
Masses." 

EXTRACT FROM READINGS. 

The Laborer and National Welfare. "The important 
question for the statesman to ask is, What political, in- 
dustrial or social change, if any, will naturally call into 
operation the forces that will unconscious^y and auto- 
matically differentiate the higher social relations of the in- 
dustrial classes. According as any change, of whatever 
nature, tends to do this, will it tend to develop the 
laborer's character — increase his wants — raise his stand- 
ard of living — advance his wages — increase the consump- 
tion and production of wealth — dispel industrial depres- 
sions, and promote the prosperity and progress of the 
community. But while no measure can be efficacious in 
improving the laborer's condition in any country or state 
of society which does not operate upon and through his 
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industrial and social environment, it does not follow 
that the particular change which would most effectually 
tend to increase the social opportunities of the masses 
under one set of industrial conditions would necessarily 
do so under all industrial conditions. For instance, what 
would tend to enlarge the facilities and increase the in- 
centives for more complex social relations among the 
laborers of America, England, or in the more advanced 
continental countries, might prove inoperative or even 
injurious to the Patagonian, the Jamaica negro, or the 
mass of laborers in Asia, Africa and South America. For 
while the general law governing economic and social 
evolution is universally the same, the special measures 
necessary to accelerate its movement may vary according 
to the existing industrial and social conditions to which 
it is to be applied." — From Gunton's "Wealth and Prog- 
ress,'' Chapter II. of Part III. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. What has led to the idea that politics should be regarded 

and conducted simply as "business"? 

2. What is necessarily the business man's point of view, and to 

what kind of activities does this restrict him? 

3. What is the proper, point of view of the statesman, in the 

large sense? 

4. Does success in business necessarily imply success and wis- 

dom in statesmanship? Explain your answer. 

5. What will the scientific statesman find to be the real basis 

of national prosperity? 

6. What industrial class chiefly compose the market, in mod- 

ern countries? 

7. Why is reduction of wages a mistaken remedy for business 

depression? 

8. If the individual business man cannot avoid this course, 

what kind of policies should the statesman adopt? 

9. What is the great test of sound public policy? 



CHAPTER VI. 
STATESMANSHIP AND POLITICS — Continued. 

24. Political Parties. Political parties are an inevi- 
table feature of popular government. In a very simple 
community the people may govern without party organi- 
zation, as in early town meetings in New England, but 
this is practicable only in small communities and where 
the things to be done are simple and few. As the com- 
munity grows, industries develop, and public interests 
multiply, it becomes impossible to carry on government 
by this direct town-meeting method. In order that the 
people m.ay decide on public policies and hold somebody 
responsible for carrying them out, it becomes necessary 
for them to choose representatives to act for the whole 
community. 

This choosing of representatives necessarily requires 
the grouping off of citizens according to their different 
ideas as to what action these representatives should take. 
These different opinions grow into political doctrines and 
the groups advocating them become political parties. 
Parties, therefore, are the instruments through which 
public opinion is formed into public policy. Generally, as 
in the United States, there are two great parties, repre- 
senting broad fundamental differences in political princi- 
ples, and several smaller parties which seldom come into 
power but are mainly parties of agitation, urging various 
special reforms or changes in public policy. Frequently, 
the influence of these smaller parties induces, if not prac- 
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tically forces, the larger organizations to modify their 
pohcies ajid take more advanced ground on new issues 
that had grown up rapidly and been neglected by the old 
conservative parties until new groups were formed to 
urge them forward. 

25. The " Spoils System." While political parties 
are necessary to popular government, they are by no 
means free from moral defects. In the struggle for power 
it was not unnatural for party leaders to offer induce- 
ments of a substantial kind to voters with whom argu- 
ment was not sufficient. Hence came the practice of giv- 
ing party workers offices in the government. It is often 
said that in the United States this custom was originated 
by Andrew Jackson, but this is not quite correct. No 
policy comes into existence as the sudden creation of a 
single man. This system of using public offices to reward 
party service had grown up gradually and reached con- 
siderable proportions in Pennsylvania and New York be- 
fore Jackson's time, and indeed political corruption in 
various forms was even more flagrant in the early part of 
the century than it is to-day. Andrew Jackson, however, 
was the first to apply the "spoils system" wholesale to the 
national government. After his election, in 1828, but be- 
fore his inauguration, Jackson's friends in the United 
States senate postponed nearly forty of President Adams' 
nominations, for the special purpose of giving that pat- 
ronage to President Jackson; and, between ^Nlarch 4th, 
1829 and March 22d, 1830, 491 postmasters and 239 other 
officers were removed, each of whom changed nearly all 
the clerks and deputies under him. This, it is estimated, 
involved in all more than 2,000 changes in the national 
civil service. 

Under Van Buren as secretary of state this policv was 
carried into the diplomatic service. It was when con- 
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firmation of Van Buren's subsequent appointment as 
minister to England was being publicly discussed in the 
United States senate that William L. Marcy gave expres- 
sion to what has been known as the "Jacksonian doctrine" 
that "To the victors belong the spoils." This practice, 
which through Jackson's action became a political party 
custom, gradually reduced the public service to partisan 
service, by making government offices rewards for party 
faithfulness instead of filling them according to efficiency 
and fitness. The true idea of the civil service, which pre- 
vails in almost every other country, is that at least the 
subordinate employees of the government should be 
selected for fitness and retained so long as they creditably 
perform their duties ; in other words, that employment 
in the government service should be just as secure as em- 
ployment by any private concern, depending only on 
meritorious performance of duties. 

26. Civil Service Reform. The "spoils system" led 
to a movement for reform of the civil service. The reform 
demanded was to remove the power of appointment from 
unrestricted political control and place it in the hands of 
civil service commissioners, who should provide test ex- 
aminations to be passed by all applicants for public office. 
This reform has made great headway and we now have a 
national and numerous state boards of civil service com- 
missioners. It is not surprising that in trying to carry out 
the reform many impracticable things were attempted. In 
the early flush of success it was sought to make the tests 
for selection of public officers extremely academic. Fool- 
ish, almost silly, examinations were prepared, many of the 
questions having no relation to the offices to be filled. 
This brought considerable discredit on the examination 
system, and there are many defects in it yet to be re- 
moved. The "merit system," however, — that is, appoint- 
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ment to office solely on the basis of ability to perform the 
duties instead of as a reward for partisan service, — is 
bound ultfniately to be adopted as the only safe and 
rational method of selecting subordinate public servants. 

In certain departments of the public service, the selec- 
tion must and should be for political reasons and not by 
test examinations. A political party that has been chosen 
by public vote represents public opinion, for the time 
being at least, and ought to be able to carry out the 
policies for which it stands and which the people have 
approved. Therefore, the responsible administration of 
the government and direction of public policy should be 
entrusted to those who share the ideas of the successful 
party. For this reason, executive and legislative officers 
and heads of departments should be selected for their 
political opinions no less than for their personal qualities. 
It is in their political opinions that they represent the 
public will. But the multitude of non-political offices, 
which call only for perfunctory or mechanical services, 
should be filled by examinations to test the special qualifi- 
cations for the particular office. 

While the responsible heads of departments should 
have the power to select their subordinates, it should be 
from among those only who are found to be properly 
qualified. It is beyond the power of any one man to test 
the merits of so large a number of applicants for office, 
and, therefore, a system of examinations prepared by a 
commission is really necessary to secure fitness. 

27. The "Boss System." The so-called "boss sys- 
tem" is another feature of our political life that has grown 
up under the spoils system and as a part of it. Through 
having the power to distribute offices as "spoils," and 
handle campaign funds, local political leaders, often un- 
scrupulous men, succeed in getting almost complete con- 
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trol of party organizations. Sometimes the power of 
these "bosses" covers only a single city ward, sometimes 
a whole city, and sometimes extends to an entire state. 
The "boss" becomes practically a petty despot through 
the rewards he can offer and the punishments he can in- 
flict. By securing the appointment to or removal from 
office of his friends and foes respectively, he can and prac- 
tically does control the nomination of candidates for pub- 
lic office. 

In this country, as the method of making nominations, 
we have developed a system of caucuses, primaries and 
conventions. At the caucuses and primaries delegates 
are elected to meet in conventions to nominate candidates 
for popular election. The "boss," or leader, through the 
use of corrupt influences and sharp practice can generally 
dictate who shall receive the nominations, and in this way 
the citizens, while they have a free right to vote at the 
polls for whomsoever they choose among those who are 
nominated, have little real voice in the original selection 
of the nominees. The people's choice for public officers 
is often reduced to a selection between the candidates 
permitted to be nominated by the "bosses" of the respec- 
tive parties. Of course, this has led to many abuses, 
particularly in the selection of inferior candidates, and in 
a multitude of ways to the corruption and degradation of 
our political system. It tends constantly to keep many of 
the best people in the community away from active par- 
ticipation in political life. They realize that their efforts 
are likely at any time to be overcome by the use of cor- 
rupt methods which they themselves will not stoop to 
copy, and so lose interest in the election of public officials. 

28. Primary Reform. At this point in our political 
system an important reform is necessary. We should not 
make the mistake of thinking that the remedy for "boss- 
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ism" is to abolish political parties or abandon our demo- 
cratic system ; on the contrary, the remedy should come 
in providing better safeguards for free and decent political 
action. The methods of making nominations should be 
so changed as to give the people the same power in the 
caucuses and primaries, with protection of their freedom 
of action, that they now have in the final elections. Prob- 
ably this can be done best by having candidates named 
by petition and voted for by secret ballot, instead of by 
delegates in conventions, where the delegates are ex- 
posed to all kinds of tampering through direct and in- 
direct bribery, threats, and corrupt influences brought to 
bear by the "bosses." 

If the nomination of candidates for public office is 
brought under the protection of secret voting, instead of 
being left to delegate conventions, it will be put beyond 
the power of the "boss'' to control. This reform would be 
a very great step towards removing the degrading and 
corrupting feature of "bossism" from American politics. 
It would tend most powerfully to make political success 
depend upon leadership in ideas and principles, instead 
of upon the power to distribute official "spoils" and pro- 
cure the discharge of public officials, as methods of polit- 
ical reward and punishment. 

SUGGESTED READING. 

In Bryce's "American Commonwealth," Part III., on 
"The Party System," and Part IV., on "Public Opinion." 

In McMaster's "With the Fathers," essay on "The 
Political Depravity of the Fathers." 

In "Orations and Addresses of George William Cur- 
tis," Volume II., Address VI., on "The Spoils System 
and the Progress of Civil Service Reform," and Address 
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XIII., on "The Reason and the Result of Civil Service 
Refoim." 

Address of Dr. Nicholas Murray Butler on "The 
Education of Public Opinion," delivered at Ann Arbor, 
Mich., June 22, 1899; especially the portion discussing 
political parties, from page 12 to the end. 

In Goodnow's "Politics and Administration," Chapter 
VI., on "The Influence of the Governmental, and Particu- 
larly of the Administrative, System on the Position of the 
Political Party;" Chapter VIII., on "The Boss," and 
Chapter IX., on "Responsibility of Parties." 

In Roosevelt's "American Ideals," Chapter VI., on 
"Machine Politics in New York," and Chapter VII., on 
"Six Years of Civil Service Reform." 

For general reference, Eaton's "The Spoils System, 
and Civil Service Reform in the Custom House and Post- 
Office at New York," and same author's "Civil Service in 
Great Britain." 

EXTRACT FROM READINGS. 

Early Political Depravity in the United States. "Who- 
ever reads the magazines and newspapers, whoever listens 
to the oratory of the pulpit and the after-dinner speeches 
of political reformers, is well aware of the existence of a 
widespread belief that politicians and legislators and pub- 
lic men are more corrupt to-day than they were in the 
rime of our ancestors, three generations ago, and that the 
cause of our political debasement is a free and unre- 
stricted ballot. This, most happily, is a pure delusion. A 
very little study of long-forgotten politics will suffice to 
show that in filibustering and gerrymandering, in stealing 
governorships and legislatures, in using force at the polls, 
in colonizing and in distributing patronage to whom pat- 
ronage is due, in all the frauds and tricks that go to make 
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up the worst form of practical politics, the men who 
founded our state and national governments were always 
our equals, and often our masters. Yet they lived in 
times when universal suffrage did not exist, and when the 
franchise was everywhere guarded by property and relig- 
ious qualifications of the strictest kind." — From McMas- 
ter's "With the Fathers," Chapter III. 

Necessity of Political Parties. "Political parties had 
their origin in personal interests which it was desired to 
transform into public policies, and they are very far from 
having lost that characteristic to-day. Yet they, and they 
alone, make popular government possible, and the in- 
dividual has a duty toward them which is neither fulfilled 
nor commuted by the denunciation of party abuses or by 
cynical contempt for party limitations and shortcomings. 
Men must cooperate, and to cooperate for political pur- 
poses is to be a member of a political party. One may 
be a member of a party formally and so hope to exercise 
some influence upon its politics, or he may support it 
generally without professing allegiance to its public 
declarations or loyalty to its leaders. In the latter case, 
he destroys almost all chance of being heard concerning 
constructive policies and measures, and in return gains 
perhaps something in the power of free and destructive 
criticism ; although I think this on the whole doubtful. In 
any event, he makes, in my judgment, a distinct sacrifice 
and impairs his influence as a factor in shaping public 
opinion. I assent cordially to the doctrine that a political 
party is a means and not an end, and to the claim that the 
upright and conscientious citizen will at times be forced 
to separate himself from his party associations because of 
his objection to some party policy or~to some party repre- 
sentative. But I hold that this ought to be an unusual 
and abnormal act, and never taken without due regard for 
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a sense of proportion and after careful weighing of the 
probable influence of the act upon remote as well as upon 
immediate ends. It is not infrequently good judgment in 
politics to bear those ills we have rather than fly to others 
that we know not of." — From Butler's address on "The 
Education of Public Opinion." 

QUESTIONS FOR REVIEW OR DEBATE. 

1. Why are political parties necessary under popular govern- 

ment? 

2. What function is or may be filled by small or "third" parties, 

which do not secure actual political power? 

3. What is the "spoils system"? How did it arise? 

4. How did the saying: "To the victors belong the spoils," 

originate? 

5. What principle ought to govern the selection of all subor- 

dinate public officials? 

6. To what reform movement did the spoils system give rise? 

What has this movement accomplished? 

7. What method of selection has been adopted quite generally 

as a result of this movement? In what respects is this 
method still imperfect? 

8. Should the test-examination system be applied to all kinds 

of public servants? If not, state and explain the reason 
for the exceptions. 

9. To what extent ought executive officers and heads of de- 

partments to have the power of selecting their subor- 
dinates? 
ID. Describe the "boss system." How did it grow up? 

11. What effect has this system had on popular selection of can- 

didates for office? Illustrate. 

12. What reform would largely remedy this and abolish "boss- 

ism"? 



CHAPTER VII. 

FOREIGN POLICY. 

29. Colonization. A nation's foreign policy re- 
garding territory is largely a matter of tradition and 
national interest. Under ancient Rome, neighboring 
states were subjugated chiefly for the sake of plundering 
the conquered, and the motives of modern European 
countries in exploring and colonizing were pride of ex- 
panding boundaries and the possibility of appropriating 
rich natural resources and developing profitable trade. 

From the point of view of political science these 
motives are wholly insufficient to justify an aggressive 
policy of conquest. National territorial expansion should 
come, if at all, not by force but as a consequence of the 
natural extension of industries and civilizing influences. 
This rule ought particularly to hold in the case of a coun- 
try like the United States, in whose institutions monarchy 
and the imperialistic principle have no place. Conquest 
by force is contrary to the whole spirit and character of 
our institutions and civilization. This republic represents 
a new type of political civilization. It came into existence 
and has erected its form of government upon the basis 
of democracy. Democracy implies government by the 
people; it rests upon the conscious action of intelligent 
citizens. It is in this respect that the United States stands 
for a new type of political civilization. It has no aristoc- 
racy, no traditional "classes," no dynastic governing 
authority. The whole political and social structure of the 

50 



FOREIGN POLICY $1 

nation rests broadly upon the character and intelligence 
of the people. 

Therefore, a foreign policy that might be beneficial to a 
European country and consistent with its form of govern- 
ment might be detrimental to the United States and tend 
to undermine its institutions. All monarchical powers 
base their institutions on dynastic and class authority, not 
on democracy. Colonization may be a consistent and 
even natural ^art of the policy of such nations. It implies 
a political system in which a part is permanently in 
authority and other parts in vario.us degrees of depend- 
ence. Whether or not colonization will be a benefit to a 
new country or to the colonizing nation will depend upon 
the previous condition of the natives in that country and 
the political advancement and liberality of the colonizing 
power. A country would have to be very low indeed to 
be benefited by subjugation to Russia, for instance; be- 
cause the best Russia would do in such a case would be to 
take its own institutions, characterized by the narrowest 
religious and political despotism, into the new colony. 
Under English colonization, however, a country might be 
greatly benefited, because to take English institutions 
thenc.e would in most cases be an addition to popular 
■freedom and a stimulus to industrial development. But, 
even under England, a colony can have only subordinated, 
dependent freedom; that is, its institutions must of neces- 
sity be subject to and determined largely by the institu- 
tions of England. Such an arrangement, of ruling power 
and subject colony, does not conflict with the spirit and 
character of English institutions, which are traditionally 
monarchical in form, and therefore the possession of sub- 
ject colonies does not react upon and demoralize either 
the principle or practice of government in the home coun- 
try. 
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This is not quite the case with the United States. The 
very fact that our republic is based upon democracy, 
wholly free from any recognition of a ruling class or poli- 
tical subjection of anybody, precludes a policy of coloni- 
zation. This does not mean that there cannot be expan- 
sion of territory by the United States, but it means that 
if we are to maintain our new and distinct type of demo- 
cratic institutions the republic can expand only along the 
lines of democracy. That is, we can add new territory 
and new people only as fast and in such a manner as will 
permit the preservation at home and extension through- 
out the added territory of the principle of democracy. 

30. Annexation. Colonization is distinctly a viola- 
tion of the principle of democracy. For us, territorial ex- 
pansion should take place only through annexation. Any 
territory over which it becomes necessary or advisable to 
extend our authority should be annexed to the republic, 
to share, at least ultimately, in our institutions and gov- 
ernment. A democracy should have no permanently de- 
pendent political wards. The republic may properly ex- 
pand, but it should expand as a republic, by the extension 
of its democratic features, sooner or later, to all that come 
under its authority. The very nature of our institutions 
forbids expansion on any other basis. 

It is often assumed that political rights are natural and 
inalienable, a part of man's birthright everywhere. This 
is political sentiment, not political science. Political rights 
depend upon fitness to participate in the government with 
safety to the interests and welfare of the whole com- 
munity. Democratic government is a matter of slow 
evolution. It has taken centuries upon centuries to make 
the most advanced people fit for self-government. A 
certain standard of fitness has always been demanded as 
the condition of sharing in government, from the time 
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when anybody outside the autocrat and his court was 
given any voice at all in the matter. Common prudence 
and the safety of orderly political institutions have com- 
pelled this, and nowhere in the worlds not even in the 
United States, has complete democracy yet been estab- 
lished. Several of our states have educational and taxa- 
tion qualifications for voters, while only in a few western 
states are women as yet permitted to vote at general elec- 
tions. Removal of the restrictions on any class comes 
only in proportion as it becomes manifest that the welfare 
of the community will be promoted, or at least not in- 
jured, by admitting them to the suiTrage. 

For the same reason, a democracy cannot annex alien 
groups of people who are unfit for the duties and respon- 
sibilities of self-government without injuring its own 
civilization. Neither can it annex them and withhold the 
rights of democracy from them without violating the vital 
principle of its own institutions. Therefore, while expan- 
sion is a proper and natural movement for the republic, it 
should be by annexation of such populations only as are 
industrially and politically fit for citizenship. Industrial 
fitness means that the new people must have reached a 
sufSciently high plane of industrial efficiency and stand- 
ard of living not to have a demoralizing and degrading 
influence on the industries and labor of our own country. 
Political fitness means that they shall at least have dem- 
onstrated some capacity for orderly self-government. No 
people that have not at least established the wages system 
and right of free contract, and some degree of represen- 
tative government, can be annexed to this republic with- 
out endangering the quality of our civilization. If cir- 
cumstances compel us to take possession of alien groups, 
unfit for American citizenship, we ought either to hold 
them only tentatively, aiding them towards self-govern- 



54 OUTLINES OF POLITICAL SCIENCE 

ment and independence, or, if only outright annexation 
proves feasible, spare no effort or expense to make them 
fit for at least the form of government of our territories 
within the union, and so avoid any ^serious departure 
from our political system, in theory or in practice. 

31. The Monroe Doctrine. As a part of this idea 
of maintaining the democratic principle intact within cer- 
tain group limits, the United States has long taken the 
position of using its influence to protect the growth of 
democratic institutions in the western hemisphere. The 
so-called "Monroe doctrine" was first proclaimed in 
President Monroe's famous message to congress in 1823, 
declaring that we should view any attempt by a European 
power to destroy the independence of any of the Ameri- 
can republics as "the manifestation of an unfriendly dis- 
position toward the United States." This has remained 
our attitude ever since. It does not mean that we pro- 
posed or do propose to drive out all monarchical author- 
ity from the western hemisphere, but simply that there 
shall be no foreign interference with republics once 
established here, and that just so fast as any people on the 
American continents shall progress towards the establish- 
ment of independent democratic government they shall 
have the encouragement and at least moral support of this 
republic. In other words, it may be said that the highest 
mission of the United States in political civilization is to 
perfect its democratic type of government, and the Mon- 
roe doctrine is that we shall lend our protection and en- 
couragement to all who are struggling for the same end, 
within the range of our active and legitimate influence. 

It was under the influence of the Monroe doctrine that 
the United States helped Cuba throw off the j'oke of 
Spain, because Spain had manifestly outlived its power to 
maintain order and decent government in Cuba. To have 
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converted Cuba into a colony or annexed it to the United 
States would have been a violation of our essential demo- 
cratic principles, but to free the island from Spain and set 
it on the road to self-government and independence was a 
natural and inspiring outgrowth of those principles, and 
the most advanced step this country has ever taken in 
practical application of the Monroe doctrine. 

SUGGESTED READING. 

In McMaster's "With the Fathers," the first essay, on 
"The Monroe Doctrine." 

In Curtis' "The United States and Foreign Powers," 
Chapter VII., on "The Monroe Doctrine," and Chapter 
XIII., from page 194 to end of chapter, on the purchase 
of Louisiana. 

In Roosevelt's "American Ideals," Chapter XL, on 
"The Monroe Doctrine." 

In Jordan's "Imperial Democracy," Chapter II., on 
"Colonial Expansion.'' 

In Giddings' "Democracy and Empire," Chapter XVI., 
on "The Consent of the Governed." 

EXTRACTS FROM READINGS. 

Colonialism and the American Republics. "At best, the 
inhabitants of a colony are in a cramped and unnatural 
state. At the worst, the establishment of a colony pre- 
vents any healthy popular growth. Sometime in the dim 
future it may be that all the English-speaking peoples will 
be able to unite in some kind of confederacy. However 
desirable this would be, it is, under existing conditions, 
only a dream. At present the only hope for a colony that 
wishes to attain full moral and mental growth, is to be- 
come an independent state, or part of an independent 
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State. No English colony now stands on a footing of 
genuine equality with the parent state. As long as the 
Canadian remains a colonist, he remains in a position 
which is distinctly inferior to that of his cousins, both in 
England and the United States. . . . 

"The history of most of the South American republics 
has been both mean and bloody; but there is at least a 
chance that they may develop, after infinite tribulations 
and suffering, into a civilization quite as high and stable 
as that of such a European power as Portugal. But there 
is no such chance for any tropical American colony 
owned by a northern European race. It is distinctly in 
the interest of civilization that the present states in the 
two Americas should develop along their own lines, and, 
however desirable it is that many of them should receive 
European immigration, it is highly undesirable that any 
of them should be under European control." — From 
Roosevelt's "American Ideals," Chapter XL 

True and False Expansion. "Colonial expansion is not 
national growth. By the spirit of our constitution our 
nation can expand only with the growth of freedom. It 
is composed not of land but of men. It is a self-govern- 
ing people, gathered in self-governing United States. 
There is no objection to national expansion where honor- 
ably brought about. If there were any more space to be 
occupied by American citizens, who could take care of 
themselves, we would cheerfully overflow and fill it. 
But colonial aggrandizement is not national expansion; 
slaves are not men. Wherever degenerate, dependent or 
alien races are within our borders to-day, they are not 
part of the United States. iThey constitute a social prob- 
lem ; a menace to peace and welfare. There is no solution 
of race problem or class problem, until race or -class can 
solve it for itself. Unless the negro can make a man of 
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himself through the agencies of freedom, free ballot, free 
schools, free rehgions, there can be no solution of the race 
problem. Already Booker Washington warns us that 
this problem unsettled is a national danger greater than 
the attack of armies within or without." — From Jordan's 
"Imperial Democracy," Chapter II. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. Through what forces ought national territorial expansion 

to come, if it comes at all? 

2. Why is this rule, as opposed to expansion by conquest, 

especially important in the case of the United States? 

3. Why would a colonial policy be dangerous for this country 

to adopt, while perhaps entirely safe for European mon- 
archies? 

4. Under what conditions may colonization be a benefit to the 

country colonized, and when the opposite? Illustrate. 

5. Under what conditions only may an annexation policy be 

undertaken with safety by a republic like the United 
States? 

6. What principle always has and must govern the right of 

people to participate in government? Give reasons for 
this. 

7. What bearing has this fact on the annexation by our 

republic of unfit alien groups? 

8. What two important qualifications ought an alien people to 

possess before being made part of the American republic? 
What do these qualifications include? 

9. Where circumstances compel us to take possession of alien 

groups, what two alternative policies present themselves? 
ID. What is the Monroe doctrine? 

11. How and when did it originate? 

12. What may be considered the highest mission of the United 

States in political civilization, and in what way does the 
Monroe doctrine extend this mission? 

13. Explain the relation between the Monroe doctrine and the 

Spanish-American war. 



CHAPTER VIII. 

PROTECTION. 

32. The Protective Principle in Society. In the 

opening chapter of this volume it was explained that all 
progress and effective action in society takes place in 
various kinds of groups. This is true in every depart- 
ment, the family, church, social life, industry, the political 
party, the town, city, state and nation. The human race 
cannot advance simultaneously and at the same rate. 
Some portions are always moving ahead, some following, 
and at times there are races and groups that are standing 
still or even dropping behind. The progress of the whole 
race, therefore, is to be looked for in the progress of the 
numerous groups that compose it. 

Each of these groups has something peculiar to itself 
which it is to the best interests of all mankind to have 
preserved and developed. In the case of cities, for in- 
stance, the great special feature is close community life ; 
and to preserve and develop the best features of this close 
association of human beings requires preservation of 
order, protection of property and person, healthful 
homes, good sanitation, rapid and easy transit from point 
to point, ample opportunities for the education of chil- 
dren, etc. To secure all these objects, public interference 
is clearly necessary, and this interference takes many 
different forms. Some of the measures adopted are 
purely for economy and convenience, some are to stimu- 
late higher standards of life, but the majority are distinct- 
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ly protective in character. The police force is protective 
against crime and disorder, the board of health is pro- 
tective against filth and disease, the public schools are 
protective against ignorance and bad citizenship. In 
proportion as these protective functions are performed, 
municipal civilization is advanced, and, through that, 
the welfare of the state and nation, of which cities are 
such important parts. 

The nation sustains exactly the same relation to world 
civilization. As we have already seen, the nation is the 
largest definite group through which it is feasible, thus 
far at least, for men to act together with any general unity 
of purpose and effort. Whatever is done for human prog- 
ress must be done within or by these groups. If the de- 
velopment of the nation is to be neglected on the theory 
that no section should move forward unless the whole 
race can go with it at the same time, then no progress can 
ever be made. 

To say that each nation ought to attend chiefly to pro- 
moting its own welfare does not, of course, mean that it 
may properly do this by forcible conquest, extending its 
borders at the expense of some Dther nation, or trying to 
strike down the success and prosperity of another country 
in order to build up itself. It means simply that each 
nation ought to devote itself chiefly to improving the ma- 
terial, social, intellectual and moral civilization of its own 
people. It can do this many times more effectively than 
it can perform the same service for any other group ; 
therefore, in this way it does the best work of which it is 
capable for the civilization of the world. 

How each nation can best promote the civilization of its 
own people depends upon the conditions within itself, and 
its relative position in the family of nations. The general 
principle is that each nation should as far as possible 
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encourage the opportunities for development of the best 
conditions and tendencies within itself, and guard those 
opportunities from any degrading or undermining forces. 
The individual should be left to seize upon and develop 
these opportunities, according to his personal choice, 
capacity and energy; but the stimulation and protection 
of opportunity, in the broadest sense, within the nation, 
is beyond the single individual's power; it is a task de- 
manding the joint action of the whole group. In other 
words, it is a proper duty of the state. 

This principle is so much broader than any merely 
local customs tarifif policy that the latter is not even essen- 
tial to the idea of protection at all. The protective prin- 
ciple may in some cases actually call for a free-trade 
policy, as we shall point out later. Its application will 
differ according to circumstances, just as the laws of 
health require the most diverse treatment and regimen 
with different individuals. The guiding rule is that pro- 
tection is needed only by the higher and superior against 
the lower, which, though inferior in all the points that 
mark real progress, is the more powerful in brute com- 
petitive struggle ; just as the jungle beast is more than a 
match for an unarmed man. Barbarism needs no protec- 
tion against civilization, but civilization does need pro- 
tection at every point against barbarism. The peaceable, 
industrious citizen needs the protection of the state 
against criminals ; an intelligent, self-governing nation 
needs protection against ignorance, corruption, and an- 
archy. 

33. Theory of Tariff Protection. Under modern 
conditions of industry, where wage and salary earners 
and their families compose about three-fourths of the 
entire population, the welfare and civilization of the na- 
tion rest chiefly upon the working, living, educational, 
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social and moral conditions and opportunities of this 
great wage-earning group. Protection is needed against 
any influence from any quarter that tends to lower the 
standard in any of these respects. 

The standard of living of the wage-earning population 
is high according to the variety and quality of their usual, 
customary needs, habits and social experiences and the 
persistence with which they insist upon keeping up this 
standard. The surroundings and opportunities of people 
have a powerful influence on their ideas, habits and 
energy in all these respects. A nation whose people are 
engaged chiefly in pursuits like agriculture, rnjning and 
forestry, which require isolated, solitary life, contains but 
little variety and stimulation, but where these pursuits are 
plentifully intermixed with a multitude of manufacturing 
and artistic industries it means that people are living to- 
gether in communities, or at least in close touch with 
these centers of civilization, and there is abundant social 
intercourse, wide variety of activities and tastes, and a 
high development of intelligence and character through- 
out much the greater part of the community. 

Therefore, no matter how rich the natural resources of 
a country may be, for a nation to devote itself exclusively 
to developing those resources and sending the materials 
elsewhere to be manufactured, is a serious error. It as 
sumes that, no matter what their social surroundings and 
influences, men will demand and receive for their prod- 
ucts enough wealth to give them all the inspiring, civiliz- 
ing and refining features of life, but this is a mistake. Be- 
yond providing for physical necessities, the amount and 
variety of a people's consumption depends upon the kind 
of social and psychological influences with which they are 
surrounded. Without a suggestive and stimulating en- 
vironment, men do not know or care about these higher 



62 OUTLINES OF POLITICAL SCIENCE 

and finer phases of civilized life and will not insist upon 
receiving, in return for their labor or products, enough to 
procure them. This is the chief reason why immigrants 
from rural Europe are willing to work, for a while at 
least, for half what an American laborer would demand 
for the same service. Under deadening, monotonous 
surroundings, men become mere productive drudges, in- 
stead of enlightened social beings. 

The state may properly, therefore, lend encouragement 
within just and reasonable limits to the development of 
manufacturing and artistic industries within the nation, 
even though for a time this may involve some actual loss 
in dollars and cents. To develop such industries means 
to build up cities and towns all over the country, between 
which commerce and travel grow up, and from which 
social, educational and civilizing influences radiate in 
every direction. This serves to start the engines of prog- 
ress and rapidly develops a large market right at home, 
which soon calls into use superior industrial methods ; so 
that the net result becomes an economic gain to the na- 
tion as well as a broad development of its social civiliza- 
tion. 

From this point of view, the economic waste that a 
customs tariff policy may temporarily cause is an invest- 
ment in civilization, just like the money paid for other 
forms of protection, such as police, law courts, schools, 
sanitation and clean streets. 

A scientific tarifif system does not mean simply a 
selfish warfare upon the industries of other nations, 
though it may oblige them to look more carefully to 
stimulating the consuming capacity of their own people 
as a market for their industries, rather than depending 
chiefly on markets abroad while neglecting the wage con- 
ditions of their own consumers at home. 
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The world is fast reaching the point where new and 
larger markets cannot be found merely by opening up 
new countries. Future market expansion will have to 
come chiefly by the way of higher wages (and hence 
greater purchasing power) of the masses of population in 
all countries. Inventions and machine methods are going 
all over the world and each nation is tending more and 
more to do its own manufacturing, so that expansion of 
the people's consuming power will steadily become more 
and more necessary to the progress or industry. 

34. The Problem of Tariff Rates. When and to 
what extent may a nation properly encourage the diversi- 
fication of its industries? If the country is new, the pro- 
tection should be designed to call into existence as large 
a variety of industries as the natural conditions of that 
' country will reasonably permit. To do this, the tariff 
rates must be equal to the difference in the cost of pro- 
duction in the new country and its most severe com- 
petitor. This for a time will cause higher prices, to the 
extent at least that industries in the new country are less 
efficiently developed and organized than in the old, and 
perhaps, in addition, to the extent that wages are higher 
in the new country than in the old. After a time, the ex- 
pansion of the market and general growth of the country 
require more efficient and improved industrial methods, 
until finally the machinery, equipment and methods be- 
come practically as good as and perhaps even better than 
those of the older competitors. 

Whether any further protection will then be necessary 
depends upon whether, after the machine methods have 
become uniform, the labor or wage cost is higher in the 
new country than in the old. If it is not, then no tarifif is 
needed, at least until demands arise for a higher wage 
level which cannot be granted by the employers without 
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some additional protection. But if, in the development 
of a new country with new social conditions, a higher 
standard of living has been established, wages are certain 
to be considerably higher than in the older countries, and 
in such a case, in order to maintain the superior social con- 
ditions which these wages make possible, the tariff should 
be continued to the extent of the difference in the labor 
cost, after the machine methods have become uniform. 
In some industries, both the machine cost and labor cost 
may become less than abroad, by reason of superior 
efficiency, even with higher wages, and in such cases a 
tariff ceases to be necessary. This has long been true in 
England, for reasons explained in Chapter X. 

In the case of agriculture, whether tariff protection is 
necessary or not depends upon whether the agricultural 
population of a country has established a standard of 
living and wages that would be injuriously affected by 
competition with the products of other agriculturists of a 
less advanced standard. Here, as in manufactures, the 
productive methods may become enough superior to 
offset the higher labor cost, so that no protection is re- 
quired. The wisdom of offering protection to build up a 
new agricultural industry depends upon whether its ex- 
istence will tend to draw manufacturing industries into 
the rural sections, to be near these new sources of raw 
material supply, and so promote the growth of new cen- 
ters of urban civilization throughout the country, instead 
of leaving all these industries to concentrate along the 
seaboard as is generally the case when raw materials have 
to be imported. Of course, protection to agriculture is 
useless in the case of a product or products whollv un- 
suited to the soil and climate of the country in question. 

In any event, it is the social civilization of the nation, 
rather than anybody's interest or advantage in a par- 
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ticular industry, that should govern the action of the state 
in encouraging different lines of industrial development. 
Needless to say_, this principle is frequently violated in 
the making of tariff schedules. Special and local interests 
sometimes obtain a degree of tariff encouragement not 
warranted by the resulting advantage to the community 
at large, and this has done much to bring the protective 
policy itself into disrepute. The efforts of statesmen and 
force of public opinion should be directed to preventing 
these abuses while preserving whatever general benefits 
may be derived from a scientific application of the protec- 
tive principle. 

35. Protective Principle May Require Free Trade. 
In some cases the protective principle itself may require 
a free-trade policy. Where a country is so low in civiliza- 
tion that the people are ignorant of all except a few com- 
mon objects of consumption, there would be no market 
for the products of new industries if they were to be pro- 
tected. What is needed under such circumstances is to 
introduce and make the people familiar with a large 
variety of products, until a market for them is created, 
and, to promote this, free trade is necessary. When a 
home market once exists, the development of domes- 
tic industries to supply it may be encouraged by such 
degree of protection as the conditions make necessary. 

Therefore, for example, the protective principle might 
at the same time demand free trade, or the "open door," 
for the Philippine Islands, as the first step in their indus- 
trial and social uplifting, and protection of the high-wage 
standards and opportunities of the United States against 
the products of cheaper labor from any quarter of the 
globe. In other words, the lo\yer needs not to shut out 
but to give free access to the higher, while on the other 
hand each new and higher plane that is reached in civili- 
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zation needs to be safeguarded from any undermining in- 
fluences that may come from groups which have not yet 
attained the same level. 

SUGGESTED READING. 

In "Principles of Social Economics," the first six sec- 
tions of Chapter III., Part IV. (to page 342), on "The 
Principle of International Trade;" discussing the general 
aspects of the protective and free-trade theories. 

In List's "National System of Protection," Chapters 
VII. and VIII. of Book II., treating respectively "Of 
Manufacturing Industry, and of the Personal, Social and 
Political Productive Forces or Powers of a Country," and 
of "Manufacturing Industry and the Natural Productive 
Forces of a Country." 

For historical reference, Taussig's "The Tariff History 
of the United States." 

EXTRACT FROM READINGS. 

Social Influence of Manufactures. "Manufactures are 
the daughters of science and the fine arts, which are, in 
their turn, supported and maintained by the industrial 
arts. How little the recourse of the primitive farmer to 
science or to art, how little he wants their aid for the con- 
struction of the coarse implements he employs. Of 
course, it is by the aid of agriculture and the profits it 
furnishes, that from the beginning man was able to devote 
himself to science and the fine arts ; but, in the absence of 
manufactures, science and art have been confined exclu- 
sively to the ranks of a favored few, and their beneficent 
influences have never reached the multitudes. There is 
hardly a manufacturing operation which is not connected 
with physics, mechanics, chemistry, mathematics, or 
drawing. There is no progress, no discovery in the 
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sciences which does not improve and transform a hundred 
branches of industry. In a manufacturing state, conse- 
quently, science and art must become popular. The want 
of culture and instruction in the way of written treatises 
and expositions experienced by a great number of persons 
called to the application of science to the arts, induces 
men of special talent to devote themselves to the profes- 
sions of teachers and writers in these departments. The 
competition of these talents, added to a great demand for 
their services, induces a division and a combination of 
scientific labors which has a happy influence, not only on 
the development of science, but on the progress of the 
fine arts and the industrial arts. The effects of these im- 
provements are soon extended even to agriculture. In 
no country are agricultural machines and implements 
more perfect, and in none is agriculture in so advanced a 
state, as where manufacturing industry is flourishing. 
Under the influence of the latter, husbandry becomes itself 
a manufacture, a science." — From List's "National System 
of Protection," Chapter VII. of Book II. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. Why is the highest development of each national group 

most important to world progress? 

2. Mention some of the familiar forms of public interference 

with private freedom, within the nation. 

3. Of what general character are most of these forms of public 

interference, and how are they justifiable? 

4. Just what is meant by a nation attending first of all to its 

own development? 

5. What distinct lines of effort belong respectively to the 

state and to the individual, in this national development? 

6. What is the general principle determining when and where 

a protective policy is needed? 

7. Why does the superior need protection against the inferior? 

8. Explain the effects, respectively, of purely rural and of 
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mixed agricultural and manufacturing industries on the 
social character and civilization of a nation? 
9. In the light of this, what is the chief justification of a pro- 
tective tariff policy? 

10. If this policy involves a temporary economic wraste, may it 

still be a wise one to adopt? Mention some other forms 
of public expenditure justifiable on the same ground. 

11. Does a tariff policy necessarily mean corresponding injury 

to other nations? What line of useful policies may it 
oblige them to adopt? 

12. To what source will the world's industries more and more 

have to look for future market expansion? Explain this. 

13. What rule should govern the early imposition of tariff duties 

in a new country? 

14. After these industries have become well established, under 

what conditions may a tariff still be necessary, and to 
what extent? 

15. What rules should govern the imposition of a tariff to de- 

velop new agricultural industries, and how should the 
tariff rates on agricultural products be determined? 

16. Violation of what general principle has often brought the 

protective policy into disrepute? 

17. Towards what end should statesmanship and public opinion 

strive, in this connection? 

18. Explain under what circumstances the protective principle 

may require a free-trade policy. Give illustrations. 



CHAPTER IX. 
PROTECTION — Continued. 

36. The Tariff and Prices. The effect of tariff 
duties upon the prices of commodities has been one of the 
most sharply disputed points in the whole tariff discus- 
sion, and a great source of confusion and error on both 
sides. It is generally assumed by those who are opposed 
to tariff protection that the whole amount of a duty is 
added to the price paid by consumers for the commodity. 
This is manifestly true in some instances, and therefore it 
is stoutly insisted that it is true in all. On the other hand, 
it is commonly urged by protectionists that none of the 
tariff is added to the price but that all of it is paid by the 
foreigners who send goods here. There are some cases 
in which this is true, and hence the protectionists insist 
that it is true in all. 

Neither of these contentions is correct. The confusion 
arises through a misunderstanding of the economic law of 
prices. Of course, it is true that a direct tax kvied upon 
any article is practically the same as an increase in its 
cost of production. If it costs $i to manufacture an arti- 
cle and the government imposes a tax of lo cents upon it, 
the effect of the tax is exactly the same as if the cost of 
the raw material or of the labor had been increased lo 
cents. The total cost is $i.io, no matter whether the 
additional lo cents is due to the tax or to any other added 
expenditure. But it does not necessarily follow from this 
that a duty of lo cents on an imported article would add 
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lo cents to the price paid by the consumer. The duty 
might add ID cents to the price, or it might add anywhere 
fror.'. one to lo cents, or it might add nothing at all. 

37. Economic Law of Prices. In order to see just 
how a tariff will affect prices under different circum- 
stances, it is important to understand the economic law 
of prices. Prices are determined by the cost of produc- 
tion ;* but this does not mean the cost of producing each 
separate article, nor the average cost of the general sup- 
ply of articles, but it is the cost of producing the most ex- 
pensive portion of the general supply that the market 
requires. In other words, prices are determined by what 
economists have begun to call "marginal cost." 

The price, thus determined, is practically uniform, for 
all parts of the supply sold in the same market, no matter 
where the goods are made ; that is, of course, it is uniform 
for all goods of the same quality, measurement, etc. Thus 
uniformity of prices on the basis of the cost of the dearest 
portion of the supply is what causes the great differences 
in the profits of different competitors. The price being 
the same for all, the largest profit is, of course, reaped by 
those whose cost of production is the smallest. Thus, if 
one manufacturer can produce shoes of a certain grade 
at a cost of $2 a pair, and some of his competitors can 
produce them at $1.90, others at $1.80 and others at $1.50, 
and all the shoes can be sold in the market, the price will 
have to be $2, in order to cover the dearest producer's 
cost. Competition will constantly tend to keep the price 
from rising above $2, but it must reach at least $2, so long 
as the dearest producer's supply of shoes is required. The 
price being uniform on that basis, the other producers 
will have 10, 20 and 50 cents a pair, respectively, as sui- 

* See "Outlines of Social Economics,'' Chapters IX. and X., 
for explanation of the law of prices. 
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plus or profit. This law holds good whether it is a case 
of prices in a local market, or a national market, or an 
international market. 

38. How Tariff Duties Affect Prices. If a direct 
tax of 25 cents a pair were placed upon all shoes sold in 
the American market, it would raise the price by that 
much, because it would increase the cost of the dearest 
portion of the supply to exactly the same extent that it 
increased the cost of all the others. But this is not neces- 
sarily the case with an import duty. A tariff tax is levied 
only upon that portion of the supply which comes from 
foreign countries. Whether that will raise the price at 
all, or raise it by a part of the amount of the tax, or raise 
it by the full amount of the tax, will depend entirely upon 
how much it increases the cost of the dearest portion. 

To illustrate : suppose the cost of producing the dearest 
required portion of an article in the United States is $1 a 
pound, and it can be produced abroad for 70 cents, and a 
duty of 40 cents a pound is levied upon the foreign 
product. Would that increase the price to American 
consumers 40 cents? No. The dearest portion of the 
supply of that article is the American product, which it 
costs $1 a pound to produce. Adding 40 cents duty to 
the foreign product raises its cost to $1.10 a pound, and 
therefore the foreign product cannot be sold in the 
American market at less than $1.10 a pound. This makes 
the foreign product now the dearest portion, $1.10 as 
compared with $1 for the American product. If our mar- 
ket requires and will take both the foreign and the 
American product, then the foreign product will fix the 
price, because it represents the point of greatest cost in the 
total supply furnished, and the price will be $1.10 a pound. 
Thus the duty of 40 cents a pound will increase the price 
to the American consumer by only 10 cents a pound, be- 



72 OUTLINES OF POLITICAL SCIENCE 

cause it takes the first 30 cents of the duty to raise the 
foreign cost up to the level of the American. All that is 
added up to that point does not affect the price. It is 
only the 10 cents by which the duty raises the foreign 
cost above the American cost that affects the price. 

If the tariff on this article were 20 cents instead of 40 it 
would not affect the price at all, because the cost of the 
foreign product would still be 10 cents below the Ameri- 
can cost. If the tariff were 30 cents it would not affect, or 
at most very slightly, the price, because it would only 
make the foreign cost the same as the American. But 
an additional 10 cents would the raise the cost of the for- 
eign above the American, making the foreign instead of 
the American the dearest portion, and to that extent 
raising the price. In other words, under these circum- 
stances, 30 cents of a 40-cent duty would be paid by the 
foreigri producer and 10 cents by the American con- 
sumer. 

An example of this is the case of raw wool. Under the 
tariffs from 1881 to 1891, for instance, the duty on washed 
wool was 20 cents a pound during the first nine years, 
and in 1890 and 1891 it was 22 cents a pound. At no 
time during that period was the price of washed wool in 
this country more than 7^ cents a pound higher than in 
London, and for three years it was actually lower. The 
average for the eleven years was only about 2 cents 
higher here than in England, so that about 18 of the 20 
cents duty was paid abroad and only 2 cents by American 
consumers. 

To use another illustration from American experience, 
raw sugar is a product on which the entire duty is added 
to the price. This is because the American product of 
sugar is not an essential and necessary part of the sup- 
ply we require, and therefore the price is determined 
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abroad, because the dearest portion of the necessary sup- 
ply is produced abroad. Consequently, whatever duty is 
levied on sugar rests upon the dearest portion of the sup- 
ply, and all of it is added to the price. 

Then, as already pointed out, there are some cases in 
which none of the duty is added to the price. If the im- 
ported portion of our entire supply of a commodity is so 
small as not to be necessary, because it could easily be 
replaced by additional home supply, a tariff which raises 
the foreign cost above the American will not raise the 
price ; it will simply prevent the foreign supply from being 
imported at all. Or, if the duty is less than the difference 
between the American cost of production and the cheaper 
foreign cost, the duty will simply subtract from the 
foreigner's profits ; it will not raise the price to American 
consumers. An illustration of this is the case of coal 
imported from Nova Scotia into New England. The 
tariff law of 1894 reduced the duty on coal from 75 cents 
to 40 cents a ton, but experience proved that it made no 
difference in the price of coal. The reason is that the cost 
of producing coal in Nova Scotia and getting it into New 
England was less than the cost of mining similar coal in 
Pennsylvania and getting it into New England ; the differ- 
ence being more than the amount of the tariff. Since 
reducing the tariff did not affect the dearest portion of the 
required supply, it did not affect the price. The dearest 
portion of the supply was in this country, and to reduce 
the duty simply reduced the cost of supplying coal from 
Nova Scotia and increased the profits of the Nova Scotia 
mine owners. 

Thus it is not true that a tariff always affects prices in 
the same way. Sometimes it does not affect them at all, 
but the whole of the duty is paid by foreign importers. 
Sometimes the whole of the tariff is paid by domestic con- 
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sumers, and sometimes it is partly paid by the foreigners 
and partly by domestic consumers. Whether it is all paid 
abroad, or all paid by the domestic consumers, or divided 
between the two, depends entirely upon whether the duty 
affects the cost of the dearest portion of the general sup- 
ply the market will take, and, if so, how much. If it 
affects the dearest portion to the whole extent of the tariff, 
then it will all be added to the price. If it affects it to one- 
half or one-quarter of the duty, then one-half or one- 
quarter of the duty will be added to the price. If it does 
not increase the cost of the foreign above the cost of the 
home product, then none of the duty will be added, but it 
will all be paid abroad. 

39. Qovernment Bounties. Commodities which are 
exported, of course are not affected by an import duty. 
It is sometimes urged that such commodities should be 
"protected" by a government bounty on what is ex- 
ported. This, for example, has been advocated with 
reference to wheat exported from the United States; the 
theory being that all the benefits from import duties go 
to the manufacturers who are protected thereby and that, 
since wheat is not imported, the only way farmers can 
be protected is by a bounty on what they export. 

This proposition is based upon a misconception of 
the protective principle. That principle, in its scientific 
application, is that the nation shall, where necessary, 
secure the opportunities of its own market for its own 
producers, but it is no part of any sound principle in po- 
litical science that a government should pay out of the 
public treasury a bounty to enable producers to compete 
in foreign markets. Protection may be necessary to pre- 
serve the wage opportunities and develop certain types 
of industry within a nation, but the ability to extend out 
and sell in foreign markets should rest upon superior pro- 
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ductive efficiency, and not be secured at the expense of a 
constant drain upon the treasury of the home country. 
Bounties always add to the burden of pubHc taxation, 
but import duties at least contribute to the public rev- 
enues in proportion as foreign producers are able to sell 
in the market of the protected country. 

In practical operation, moreover, export bounties 
would really prove of no permanent advantage to the 
exporters. Suppose, for example, some American ex- 
ported product, like wheat, is the dearest portion of the 
whole supply of wheat that is being sold in the foreign 
market. The price of wheat in that market would be fixed 
by the cost of the dearest portion required, namely, the 
cost of supplying the American wheat. A bounty on this 
American wheat would be the same to our farmers as a re- 
duction in the cost of production, and would simply en- 
able them to compete abroad at prices cheaper than be- 
fore by practically the amount of the bounty. The same 
force that held the price up to the level of their higher 
cost of production, before the bounty, would now permit 
it to drop to the level of their lower cost of production, 
made lower by the bounty. Thus the exporters would 
gain nothing, and the real benefit of the bounty would 
go to the foreign consumers in the shape of lower prices. 
On the other hand, in cases where the American supply 
was cheaper than the foreign, no bounty would be needed, 
because the foreign supply would determine the price and 
our exporters would be making profits without any 
bounty assistance. A bounty would then be purely a gift 
out of the treasury, without a shadow of excuse, and 
would be a scandalous misuse of public funds. Even this 
donation, however, would be of no permanent benefit to 
our exporters. It would so stimulate the production of 
the given commodity and increase the quantity exported 
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that a corresponding portion of the more expensive 
foreign supply would no longer be required, and the price 
would fall. This might easily continue until our product 
drove out of the foreign market all except the cheapest 
portion of the foreign supply, leaving ours as the dearest 
portion, and so wiping out the profits our exporters were 
enjoying before the bounty was offered. 

In brief, export botmties, which are urged as being 
similar in theory and effect to import duties, really act in 
just the opposite way. An import duty, if it raises prices 
at all, does so by restricting the cheaper or cheapest 
portion of the supply offered. An export bounty, on the 
contrary, tends always to nullify itself by forcing lower 
prices, either by cheapening the dearest portion of the 
supply or increasing the cheaper portion until the dearest 
is driven out of the market. 

While the general principle of bounties is objection- 
able, there may be instances where bounty, given in the 
form of a premium for special results, may be employed 
as a stimulant to desirable industries. For instance, if in 
a comparatively new country certain products are 
needed it may be sound economic policy for the govern- 
ment to offer a bounty for the production of such com- 
modities. This, however, can only be justified on the 
ground that the industry itself is of national importance ; 
in other words, that the existence of the industry within 
the country, not merely the supplying of the products, 
is of economic and social importance. It certainly would 
be to the advantage of such countries a» Russia and 
Italy, for example, to give bounties for the development 
of domestic manufactures within their borders. But this 
is in effect a premium for a special accomplishment, and 
both in fact and principle is quite different from export 
bounties. 
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40. Restriction of Immigration. Limiting or pro- 
hibiting the immigration of cheap labor is another phase 
of protective pohcy that may become advisable under cer- 
tain circumstances. It is applying the same protection to 
domestic labor that a tariff is intended to afford to domes- 
tic market on the plane of the domestic cost of production, 
for the purpose of maintaining competition in the domes- 
tic market on the plane of the domestic cost of production, 
which is chiefly a matter of wages. This means that all 
foreign producers who desire to enter the American mar- 
ket must either pay the equivalent of American wages 
or pay the difference to the government in import 
duties. Restriction of immigration, when necessary, rests 
upon the same principle. In a new country, free immi- 
gration may for a long time be very advantageous, but, 
after the industrial and social conditions have settled 
down and become complex and interdependent, laborers 
of a markedly lower standard of living should not be per- 
mitted to enter and compete in sufficient numbers to re- 
tard or set back the labor standards, in wages, opportuni- 
ties, and general conditions, of the more advanced nation. 

SUGGESTED READING. 

In "Principles of Social Economics," Sections VII., 
VIII. and IX. of Chapter III., Part IV. These sections 
treat of the effect of tariffs upon prices and wages, and 
the effect upon less advanced countries of tariff protection 
applied by the more advanced. 

(For additional references see the preceding chapter in 
this book, also the one next following.) 
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QUESTIONS FOR REVIEW OR DEBATE. 

1. What is commonly assumed by protectionists on the one 

hand and free traders on the other, as to the effect of a 
tariff upon prices? 

2. Explain, briefly, in what way economic prices are deter- 

mined. 

3. Mention three ways in which a duty on an imported com- 

modity may operate, as regards prices. 

4. Under what circumstances will the whole of a duty be 

added to the price? Why? 

5. Under what circumstances will a part of the duty, but not 

the whole of it, be added to the price? What will deter- 
mine how much of the duty will be added? 

6. Under what circumstances will none of the duty be added 

to the price? Explain. 

7. Give illustrations of each of these cases in recent American 

tariff experience. 

8. Upon what theory are export bounties advocated? 

g. In what way is this inconsistent with the general principle 
of protection? 

10. What would be the practical effect of export bounties, in 

cases where the exported product is the dearest portion 
of the supply sold in the foreign market? 

11. What would be the effect in cases where the exported 

product is cheaper in cost than the foreign portion of the 
supply sold in the foreign market? 

12. Under what circumstances may restriction of immigration 

be necessary or advantageous? 

13. How may this be regarded as an application of the protec- 

tive principle? 



CHAPTER X. 

FREE TRADE. 

4 1 . Theory of Free Trade. The policy of free trade, or 
absence of all tariff or other restrictions on the importation 
or exportation of goods, is urged upon the theory that 
individual effort in industry is always more effective with- 
out any state regulation or interference than with it. This 
theory declares that, if left entirely free, each individual 
will find the place and calling in which he can produce the 
most at the least cost. On this principle it is held that trade 
will be most beneficial to all traders if they are left entirely 
free to buy in the cheapest and sell in the dearest markets. 
According to this theory, also, the true policy for every 
nation is to pursue those industries which the climate and 
physical sources of the country make most available. 

In other words, if the physical conditions of the coun- 
try are more favorable to forestry, mining and agriculture 
than to manufacture, the people of that country should 
become farmers, miners and foresters. They can get, it is 
assumed, more of the world's wealth that they require by 
devoting their energies to the farms, mines and forests 
and exchanging these products for the manufactured 
wares of other nations than by doing any considerable 
amount of manufacturing for themselves. On the other 
hand, those nations whose conditions are more favorable 
to manufacture can serve themselves and the world better 
by devoting their energies to manufacture, and exchang- 
ing their manufactured products for those of the farm, 
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mine and forest. From this it would follow, naturally, 
that the only way the full advantage of this division of 
industries can be distributed to all mankind is through 
absolute freedom of trade. Therefore, of course, any at- 
tempt by the state to encourage the development of a 
new industry is in violation of natural law and will result 
in more waste than gain. 

42. The Real Conditions of National Welfare. 
This theory is quite logical and conclusive, as far as it 
goes. If it covered all the aspects of the case, social as 
well as economic, it would be irresistible. If cheap goods 
were the sole or greatest item in national development 
and prosperity this theory would be complete. From the 
broader social standpoint, however, cheapness in itself is 
not the most important consideration. The really vital 
thing to be promoted is the progress of the nation in 
welfare and civilization, and this can only come with the 
increased consumption of wealth by the great mass of the 
people, expansion of social life and elevation of the qual- 
ity of individual character. The literal money prices of 
commodities may be very low, and yet the people be in 
abject poverty and barbarism ; witness China, India, the 
larger part of Russia, etc. 

Material welfare does not depend upon, nor is it 
measured by, the prices of commodities alone. Whether 
goods are really cheap or dear depends upon the abihty 
or inability of the people to purchase them, out of the in- 
comes which the industrial system of the country nor- 
mally yields. In other words, the wages (or price) of 
labor is of equal importance with the price of commodi- 
ties. In order that the people (chiefly wage and salary 
earners, in modern countries) may be really prosperous, 
cheap prices of goods must be accompanied by high 
wages of labor. Cheap products with low-wage labor 



FREE TRADE 8 1 

never yields genuine prosperity. Progress in material 
welfare takes place only when these two kinds of prices, 
of goods and of labor, move in opposite directions. A 
rise in wages and a fall in prices, when the latter is due to 
economic cheapening of the cost of production and not 
to panic or industrial depression, means more wealth for a 
day's work, and consequently more welfare for the 
laborer. 

The true object of a public policy is to improve the 
character and condition of the people. Cheap products 
are beneficial only when they tend to improve the con- 
dition of the people, and they do that only when there is a 
rise, or at least no decline, in wages. Therefore, no 
theory of social welfare is complete which does" not recog- 
nize relatively high wages as of equal importance with 
cheapness of products. This aspect of the case, it must be 
said, is omitted from the free-trade theory. 

43. How Wages Are Determined. The free-trade 
theory is based on the assumption that wages depend 
entirely upon competition; rising when the demand for 
labor is large and falling when it is small. It is true that 
competition is an important factor in fixing prices, both 
of labor and of commodities, but it is not true that the 
same amount of competition will produce the same level 
of prices everywhere. The great force that determines 
prices, under competition, is cost of production.* Com- 
petition can never force prices permanently below the 
cost of the dearest portion of the goods continuously re- 
quired and furnished in a given market, although it can 
prevent prices from permanently rising above that point. 

In the case of labor the law operates in exactly the 
same way. Cost, here, means the coct of the laborer's 
living. Competition among the coolies in India never 

* See "Outlines of Social Economics," Chapter X. 
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forces wages much below lo or 12 cents a day. Among 
the agricultural laborers of Russia and southern Europe, 
competition seldom forces wages below 25 or 30 cents a 
day. In the rural districts of this country, even in 
the South, competition seldom forces wages of adult 
males below 75 cents a day. In our manufacturing com- 
munities, especially in the large cities, wages in the vari- 
ous industries range from about $1.25 to $4 and $5 a day, 
and competition seldom forces them below these points. 

Why, under competition, do such different rates of 
wages in different places exist? Because the standard of 
living in cities and manufacturing districts is higher than 
in rural districts or in purely agricultural countries. This 
"standard of living" is not a matter of competition but of 
social surroundings, habits, customs and tastes. These, 
in any community, largely depend upon the character of 
the people's employments. In forestry, mining, agri- 
culture, and similar rural industries, the surroundings are 
relatively crude and the social life is limited and monoto- 
nous. This mode of life establishes a relatively meager 
standard of living, with little variety of experiences, tastes, 
wants and ideas, and consequently little need of and little 
pressure for high wages. 

44. Diversification of Industries. As pointed out 
in Chapter VIII., it is only in proportion as manufac- 
turing industries are developed, bringing with them 
modern towns and cities, with varied experiences and in- 
creasing demands for broader social and individual life, 
whose influence extends throughout the whole country, 
rural as well as urban, that any nation is truly progressive 
and genuinely civilized. History teems with evidence of 
this fact, and gives no examples to the contrary. 

In the case of countries of very low civilization, free 
trade may be the best means of promoting this industrial 
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progress. It would permit the easy introduction of com- 
modities with which the people are unfamiliar, and thus 
stimulate new ideas and tastes, create a market demand 
for a larger variety of products, and so furnish an oppor- 
tunity for manufacturing industries to grow up within the 
country. Whenever free trade will accomplish this it is 
the proper policy to adopt. In the case of a newly-settled 
country, whose natural conditions favor purely rural and 
isolated forms of industry, to the exclusion of manufac- 
ture, commerce, and the higher forms of diversified em- 
ployments, statesmanship may and ought to substitute 
science for blind nature, and encourage, not through 
favoritism but by proper regulation of the conditions of 
competition, the growth of diversified industries, without 
which no nation ever made any considerable progress and 
none has ever reached the front rank in civilization. This 
regulation may also be required, as before explained, to 
guard the higher wage standards of one country against 
possible depression from unlimited competition with the 
labor of countries of less advanced civilization. 

45. Free Trade in England. The only important 
country which permits free trade is England, and it is 
entirely accurate to say that England has made enormous 
progress since 1846, when this policy was adopted. In 
order to understand the operation of free trade in 
England it is necessary to know how and why it alone 
among the nations of Europe was able to adopt that 
policy. Until the fourteenth century England was among 
the most backward nations in Europe, but from the reign 
of Edward III., who imported the Flemish weavers, its 
policy was directed towards encouraging manufacturing 
industries. Protection in a wide variety of forms was ap- 
plied, often crudely and mistakenly, during the next 500 
years, and under this policy, bungling and unscientific 
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as it frequently was, England became the very nursery 
of diversified modern industry. After the perfection of its 
factory methods, in which it was half a century ahead of 
the rest of the world, England was able to produce manu- 
factured commodities cheaper than any continental coun- 
try, although paying higher wages. English industries 
then had nothing to fear from competition, and to do 
away with protective duties on manufactured products 
was as natural as to lay ofif one's overcoat in the spring. 
It was more important for England to be able to enter 
foreign markets than to keep foreigners out of its own 
market. Therefore, the duties on manufactures were re- 
moved ; and also, in 1846, those on food stuffs, in order 
that laborers might live at less expense and so work for 
lower wages without being poorer, which would help 
English manufacturers to sell cheaply in foreign markets. 
46. Reverse Experience of the United States. The 
experience in this country has been quite different. This 
republic was really a transplant from the best of English 
civilization, and we rapidly developed a much higher 
social standard and consuming power per capita than any- 
where else in the world. But, like England, for the de- 
velopment of a well-rounded-out national life we needed 
manufactures and the only way we could get them was, 
not like England by procuring foreign markets, because 
we could not compete with England's highly developed 
industries, but in securing our home market to ourselves. 
Here our very advancement in social civilization was our 
weakness in point of industrial competition. We could 
not procure the cheap labor of which England had abund- 
ance, because of our high standard of living, and we could 
not develop our industries in the face of foreign cheap- 
labor competition, chiefly from England, without the 
application of a protective policy. England is now begin- 
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ning to feel the need of a restoration of this policy along 
certain lines, as against the continental countries, and is 
seriously discussing an imperial customs union, with free 
trade between England and her colonies and protection 
against all outsiders. The reason of this is that the coun- 
tries of continental Europe have improved their industrial 
methods, practically up to the English standard, so that 
now the lower wages they pay gives them an advantage 
over England in many directions, and even enables them 
to sell many kinds of goods in the English market itself. 
A few American commodities, even, are now produced by 
methods so superior to the English that we can make 
them at a lower cost, and sell them in the English market, 
while paying higher wages. 

47. Universal Free Trade. The question is often 
asked whether universal free trade will ever become pos- 
sible. Its field of application may greatly increase, but 
so long as industrial development goes on at different 
rates of progress in different national groups there is little 
reason to suppose that protective policies will be univer- 
sally abandoned. Protection in some form is likely to be 
required for successive new steps in social civilization. If 
conditions should become so universally equal that no 
nation was more advanced than another and hence re- 
quired no guarding of higher standards, it would mean 
that society had become static and progress practically 
come to an end. It is the very fact that immature innova- 
tions, however desirable, have to fight for existence 
against the old, the mature, the traditional and well-estab- 
lished, that makes protection of the higher against the 
lower necessary. That is why property, education, health, 
sanitation, and all the higher and finer developments of 
civilization require either the encouragement or protec- 
tion, in various forms, of organized society, against theft, 
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ignorance, disease, and inferior or degenerate types and 
conditions of industrial and social life. It is not universal 
non-interference but universal progress that the world 
most needs. If protection, in any specific instance, is not 
necessary to promote or safeguard this progress, then, of 
course, none should be afforded, and complete individual 
freedom should obtain. If the time ever comes when no 
protection is needed in any direction, it will be when there 
is practically no further need of government itself. Until 
that time, the application of various policies, as for ex- 
ample of free trade and protection, will be determined ac- 
cording to the differing needs and circumstances of each 
different group or type of civilization. 

SUGGESTED READING. 

In Willoughby's "The Nature of the State," the section 
on the "individualist" theory, in Chapter XII., on "The 
Aims of the State." This section begins on page 320 
and extends to page 337, pointing out some of the errors 
of the extreme non-interference doctrine. (This was also 
suggested for reading in connection with Chapter II.) 

In Ward's "Psychic Factors of Civilization," from first 
paragraph on page 256, in the chapter on "The Economy 
of Nature and Mind," to end of chapter. Here Dr. Ward 
points out some of the fallacies in popular impressions 
concerning free competition. 

In Hadley's "Economics," Sections 467 to 492 in- 
clusive, in Chapter XIII., criticising the policy of tariff 
protection. 

For general reference, in support of the free-trade 
view: Trumbull's "Free Trade Struggle in England," 
Bastable's "Theory of International Trade," Sumner's 
"Protection in the United States," and Bastiat's "Soph- 
isms of Protection," 
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EXTRACTS FROM READINGS. 

Competition and Regulation. "Genuine competition is 
possible only where the contesting parties possess com- 
parative equality of strength. Where there is not this 
equality a contest means not competition, with any of 
the resulting benefits that the fourth postulate predicates, 
but simply a destruction of the weaker party. It is thus 
possible that in many instances the interference of the 
state, by rendering conditions more equal, may actually 
promote competition rather than destroy it. Further- 
more, as Professor H. C. Adams has shown in his ex- 
cellent monograph, "The State in Relation to Industrial 
Action," law may often serve not so much to check com- 
petition as to raise its moral plane. Proof of this is to be 
seen in the results following from factory legislation and 
the regulation of the employment of women and chil- 
dren. . . . 

"First, where the Darwinian law in its application to 
social man is too cruel or wasteful, or works in any way 
to destroy those who from the broad and highest stand- 
point of race improvement are best fitted to survive, to 
that extent the law is to be checked or regulated if pos- 
sible by the organized effort of society. Secondly, where 
the law does not so operate as to eliminate those essen- 
tially unfit to survive, the impending cause is to be re- 
moved and the operation of the law rendered possible." — 
From Willoughby's "The Nature of the State," Chapter 
XII. 

The Waste of Nature and Economy of Mind. "Nature's 
way of sowing seed is to leave it to the wind, the water, 
the birds and animals. The greater part falls in a mass 
close to the parent plant and is shaded out or choked to 
death by its own abundance. Only the few seeds that 
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chance to be transported by one agency or another to 
some favorable spot and further happen to be covered up, 
can grow. The most of those that germinate never attain 
maturity on account of hostile surroundings, and only the 
rarest accidents of fortune live long enough to continue 
the race. To meet this enormous waste correspondingly 
enormous quantities of seed are produced. Such is 
nature's economy. How different the economy of a 
rational being! He prepares the ground, clearing it of 
its vegetable competitors, then he carefully plants the 
seeds at the proper intervals so that they shall not crowd 
one another, and after they have sprouted he keeps off 
their enemies, whether vegetable or animal, supplies water 
if needed, even supplies the lacking chemical constituents 
of the soil, if he knows what they are, and thus secures, as 
nearly as possible, the vigorous growth and fruition of 
every seed planted. This is the economy of mind. . . . 

"Individual freedom can only come through social regula- 
tion. The cooperative effects of the rule of mind which 
annihilate competition can only be overcome by that still 
higher form of cooperation which shall stay the lower 
form and set free the normal faculties of man. Free com- 
petition that shall be both innocent and beneficial may be 
secured to a limited extent in this way and in no other 
way. . . . 

"A new and revised political economy will doubtless be 
largely devoted to showing, not so much the glories of 
competition, which society does not enjoy, as how society 
may conduct itself in order to secure whatever benefits 
competition can offer, and also how the competition that 
cannot be prevented can be shorn of its wasteful and 
aggressive features." — From Ward's "Psychic Factors of 
Civilization,". Chapter XXXIII. 
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QUESTIONS FOR REVIEW OR DEBATE. 

1. Upon what general theory is the policy of free trade advo- 

cated? 

2. According to this theory, what should govern the character 

of a nation's industri-es? 

3. What is, in reality, a more vital object to be secured than 

cheapness of products? 

4. Through what movements only can this object be obtained? 
S- Does cheapness of commodities necessarily mean that the 

people are well oflf? Give illustrations of your answer. 

6. What other condition, besides mere low prices, must exist 

before commodities may really be regarded as "cheap"? 

7. What is the free-trade theory of how wages are determined? 

8. Show, by illustrations, how this theory fails to explain the 

great dififerences in wages the world over. 

9. By what forces are wages really determined? 

10. Upon what conditions does the standard of living chiefly 

depend? 

11. Explain the eflfect of purely rural and extractive industries 

upon the social standard of living. 

12. What social influences are introduced by the presence of 

manufacturing industries and multiplication of urban 
centers? 

13. Under what circumstances may free trade best promote 

this growth of manufacturing industries? 

14. Under what two kinds of circumstances may a protective 

- policy be advisable? 

15. How did England reach her superiority in manufacturing 

industry? 

16. Explain how England was able to adopt free trade in 1846, 

while other countries could not. 

17. Show how the different situation of the United States re- 

quired a different policy from that of England. 

18. Why is England to-day feeling the need of a restoration of 

protection in certain directions? What plan is being pro- 
posed to accomplish this? 

19. Why is protection in some form likely to be permanently 

necessary for at least portions of the race? 

20. Under what circumstances may universal free trade become 

possible? 



CHAPTER XI. 

WAR AND ARBITRATION. 

48. Causes of War. Fighting, as a method of set- 
tling disputes, is nearly as old as the human race. War 
is simply the expression of the brute force of nations, ar- 
rayed against each other. Strictly speaking, armies and 
navies are a part of the police function of the state. They 
are organized and maintained to protect the community 
against outside foes. They employ brute force, because 
the attacks upon a nation by outside foes are made by 
brute force and must be met in the same way. The use of 
brute force is not necessarily evil if protection of the 
property and lives of the people, or overthrow of intoler- 
able wrongs, require it. The use of brute force in any 
form is bad only when it is unnecessary either for defence 
or to secure necessary reforms. Of course, the use of 
brute force, whether by individuals or nations, has not 
always been governed by the necessity of defence or 
righting of wrongs. 

The lower we go in the scale of civilization, the more 
frequent and less rational does the use of brute force be- 
come. In the earliest stages of society, fighting was one 
of the chief occupations. All the able-bodied male adults 
were fighters. When cultivation of land began, and after- 
wards the development of manufacturing industries and 
settled habitations, it became necessarj- for a considerable 
portion of the people to devote themselves regularly to 
industry, which meant that these at least must cease being 
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fighters and become producers. So fighting became the 
task of a special group, the army. For thousands of years 
armies were used, on the one hand for conquest of terri- 
tory and subjugation of neighboring peoples, and on the 
other to repel these invasions. Conquest was the chief 
use to which the Roman army was put, and the armies 
of Europe during the middle ages were either bent on 
conquest or engaged in resisting it. The motive was 
sometimes religious domination, sometimes merely to 
gain territory, sometimes to support the dynastic claims 
of a king or a pretender. 

49. Growth of Industrialism, Decline of flilitarism. 
During the middle ages war was almost continuous. In- 
dustrial freedom and individuality were not recognized ; 
indeed, industry was regarded, both under ancient Rome 
and in the middle ages, as degrading. Despite this, it 
grew steadily in power and influence, and with it came 
new moral aiid social forces which converted barbarism 
into civilization. The development of manufactures and 
trade divided society into groups, each with special indus- 
trial interests, which prospered only under peaceful rela- 
tions, and hence were entirely opposed to war. The 
growing importance of these peaceful industrial interests 
called for limitation of the fighting function, or militarism. 
A part of the military force came to be required for do- 
mestic purposes, preservation of order and protection of 
property. This led to the development of poHce systems, 
which did not come until the later middle ages. This 
was a further subdivision of the war function. At first it 
was a grouping ofif of some of the population to be 
fighters and some to carry on industry ; now it was a 
division of the fighting group, some to maintain order at 
home, others solely to protect the nation against foreign 
aggression. 
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With the continued industrial expansion of the com- 
munity, and its natural accompaniments of greater in- 
dividuality among the people, larger variety of ideas and 
opinions both in civil and religious affairs, and broader 
social and moral development, militarism has tended 
gradually to become the servant instead of the master of 
national activities, at least in the more advanced nations. 
As civilization reaches higher and higher planes, with 
more subtle and complicated relations and more ethical 
views of human welfare, war becomes less and less excus- 
able. Furthermore, with the tremendous development 
of the arts of war, it becomes more and more disastrous. 
For both these reasons, it is the most advanced nations, 
though the most powerful and best equipped, that are 
to-day most reluctant to go to war. They have the most 
to lose and least to gain by war. On the other hand, it is 
the nations of lower types of civilization that are readiest 
to go to war. The advanced nations, to be sure, prepare 
for war on the largest scale, but use every device to avoid 
actual conflict. The relations between the great powers 
in the acute Chinese complication of 1900 was a striking 
illustration of this. A century ago, when the economic 
interests and ethical ideas of Europe were much less de- 
veloped than now, there would probably have been a gen- 
eral war in which every nation of importance would have 
tried to sieze a part of China. In 1900, with every nation 
richer and stronger, no one of them dared to open a war 
of conquest. Those nations which would gladly do so 
but dared not, like Russia, are the most backward, indus- 
trially ; while those which are industrially the most 
advanced, like England and the United States, have no 
desire for military conquest, and will resort to militarism 
only when the highest ultimate interests of national safety 
and welfare demand it. 
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50. What flay Justify War. The question of war 
or peace is being rapidly removed from the power of 
ambitious kings to decide, by whim or caprice, and deter- 
mined instead by the broader interests of civilization. 
Wholesale disarmament by the more advanced nations is 
wholly impracticable so long as other powerful nations 
still remain in the brute-force era, but it is becoming a 
recognized principle in international relations that war for 
mere conquest is a crime against civilization no longer to 
be tolerated. The only bases upon which war can be 
justified are, to preserve national existence, protect indus- 
trial interests and individual rights, and maintain oppor- 
tunities for the free development of liberal and humane 
civilization. The army of one nation may justly enter the 
territory of another when necessary to protect the inter- 
ests and rights of the citizens of the invading power, es- 
pecially if those citizens have been invited or peacefully 
permitted to enter that country, carry on trade and build 
up industrial and other property interests therein. In- 
dustry is the precursor of civilization. Wherever peace- 
ful industry is permitted to enter, it is the duty of civiliza- 
tion and the obligation of the highest morality to protect 
it from assault, oppression or confiscation. 

51. Arbitration. The next great step, now being 
taken, toward the disappearance of militarism and pre- 
vention of war is arbitration. This is practically the 
adoption of the civil judicial system to settle disputes be- 
tween nations ; submitting the issue to a board of judges 
agreed upon by the nations concerned. In a few in- 
stances already, such disputes have been successfully dis- 
posed of by arbitration, but we are still far from any 
general adoption of this method. Arbitration is a matter 
of further industrial and moral development. It would 
become general if all the great nations became sufficiently 
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advanced in moral civilization that they would not even 
consider war except for a cause so just that they would be 
as willing to trust it to a fair tribunal as to an appeal to 
force. Even then, there would be no way of compelling 
the defeated party to accept the decision, except by the 
united force of the other nations. Arbitration may be- 
come general even sooner, by agreement between all the 
advanced nations to combine and prevent by force any 
nation from waging war for any purpose of spite, relig- 
ious prejudice or territorial conquest, or even trade mo- 
nopoly, or for refusing to arbitrate. 

But in reality we cannot be sure of the reign of uni- 
versal peace until all the nations have become so closely 
bound together by ties of common industrial interest and 
social friendliness that disputes sufficient to provoke the 
dire extremity of war cannot possibly arise. The road to 
abolition of war and substitution of arbitration leads 
through the labyrinth of industrial development, social 
and moral expansion. The surest way to establish peace- 
ful civilization is not primarily to abolish standing armies 
and curtail navies, but to stimulate the sources of indus- 
trial welfare and individual character development among 
the masses of the people. Only when the people of the 
nations hi.ve become prosperous, intelligent and free, and 
moral enlightenment has come to dominate in public 
policy, will war and militarism entirely disappear. 

SUGGESTED READING. 

In Maine's "International Law," Lectures VII., VIII. 
and XII., on "The Mitigation of ^^'ar," "The jNIodem 
Laws of War," and "Proposals to Abate War," respec- 
tively. 
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EXTRACT FROM READINGS. 

The Limited Feasibility of Arbitration. "The want of 
coercive power is, in fact, the one important drawback 
which attends all attempts to improve international law 
by contrivances imitated from the internal economy of 
states, by something like legislation, and by something 
like the administration of law by organized tribunals. 
. . War is too huge and too ancient an evil for there 
to be much probability that it will submit to any one or 
any isolated panacea." — From Maine's "International 
Law," Lecture XIL 

QUESTIONS FOR REVIEW OR DEBATE. 

1. How old is war? What have been some of its chief general 

causes? 

2. In what stages of society are wars waged for least justifiable 

reasons? Why? 

3. What was the first separation of industrial from military 

occupations? How did this come about? 

4. How did the growth of industrialism bring about a sub- 

division of the military function, and what was the sub- 
division? 

5. What kind of nations to-day are most reluctant to go to war? 

Give two reasons for this. 

6. If the most civilized nations are in reality least military, 

why do they prepare for war on so vast a scale? 

7. What example of the effect of industrialism upon militarism 

was furnished by the Chinese- crisis of 1900? 

8. What kind of wars may be said now to be regarded by 

civilized nations as morally indefensible? 

9. Mention three great causes which, in the last extremity, may 

justify war. 
ID. What is arbitration? Why is it not in general use? 

11. Under what conditions might it be brought into general 

use? 

12. What is, however, the only certain way of ultimately abolish- 

ing war and militarism? Explain fully. 



CHAPTER XII. 

TAXATION. 

52. Objects and Kinds of Taxation. Taxation is 
the government's method of raising money for its own 
support, and to provide various public institutions or 
carry on pubHc enterprises for the general welfare, such 
as the army and navy, courts of justice, the police, public 
schools, sanitation, public highways, parks, libraries and 
museums, etc. ; some of which, of course, are more often 
furnished by private enterprise than by the government. 
The money to be raised for these purposes is collected 
at regular intervals from the citizens in proportion to 
their property or incomes, or in equal sums from each 
voter (poll tax), or according to fixed rates on specific 
kinds of merchandise or articles in common use. Other 
kinds of taxes are levied, not primarily to raise money, 
but to encourage or discourage institutions, interests, 
social customs and tendencies, according as they may 
be considered desirable or undesirable features in the 
community. 

Taxes imposed to raise money for the government are 
revenue taxes ; those imposed for the second class of 
objects named may be called protective. Sometimes the 
two are combined, but theoretically they should be levied 
with reference to the principal object in view, whether 
revenue or protection. If protective taxes do not protect 
they are a failure, although tliey may yield revenue. 
Some protective taxes may yield revenue, others mav 
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yield none ; but this is entirely a secondary matter. Such 
taxes are a success or failure according as they accom- 
plish the object of protection intended. 

For instance, the ten per cent, tax imposed by our na- 
tional government on the note circulation of state banks 
is a protective tax. Its object is to protect the business of 
the country against the issuing of great quantities of 
different kinds of paper money, all varying in value and 
of uncertain security. The tax of ten per cent, makes it 
unprofitable for state banks to issue any circulating notes. 
It has yielded almost no revenue, but it has completely 
accomplished its protective purpose. The tax on dogs is 
intended chiefly to restrict the number of dogs. Incident- 
ally it yields some revenue, but the higher the tax the 
more protective it is against dogs and the less revenue it 
is likely to yield. High license for liquor selling is 
another protective tax. It is primarily intended to restrict 
the number of saloons, and may or may not increase the 
amount of revenue. Taxes whose object is not revenue 
but to protect the community again,st some industrial dis- 
advantage or bad social influence should be levied with 
reference to this protective feature, regardless of whether 
it yields more or less revenue or any revenue at all. 

Revenue taxes, on the other hand, should be levied with 
reference to their capacity for yielding the greatest 
amount of revenue with the least cost of collection and 
inconvenience to society. In order to get the greatest 
amount of revenue they should be levied in such a way as 
to make evasion impossible. In order to involve the least 
cost in collection and inconvenience to the community, 
they should be so levied as to require the smallest pos- 
sible amount of inquisitorial prying into the private affairs 
of citizens. This is always objectidnable and leads to a 
multitude of devices for evasion, misrepresentation, per- 
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jury, and a whole series of unpatriotic and immoral prac- 
tices. 

53. Defects of Existing Taxation Systems. The 

objection to nearly all existing methods of raising public 
revenues is that for the most part they are arbitrary, re- 
quiring special exceptions and contrivances to reach par- 
ticular individuals or kinds of property that seem not to 
contribute their proper share of the public revenues, and 
produce an endless amount of friction, efforts to evade, 
and high cost of collection. Of this character are taxes 
on incomes, personal property, legacies, etc. They are 
highly inquisitorial, are constantly evaded, and, to be 
collected at all, require offensive prying into the personal 
affairs of individual citizens. 

54. Direct and Indirect Taxation. There are tviro 
distinct methods of collecting public revenues ; one is by 
direct taxation, the other by indirect. Direct taxes are 
levied (or intended to be) so that the tax must be paid 
directly, entirely and finally by the specific person or 
item of property upon which it is placed. Indirect taxes 
are so levied that a part at least of the tax may be shifted 
from one to another and thus be distributed throughout 
the community. It is frequently urged that direct taxa- 
tion is the superior method, but experience does not sup- 
port this view. In reality, taxes ought to be so levied 
as to come, finally, out of the surplus earnings or profits 
of industry, but, if levied directly upon profits to accom- 
pHsh this end, the result would be failure and involve all 
the forms of evasion and opposition that accompany in- 
come and personal property taxes. To levy taxes di- 
rectly upon rent or profits or interest invites the very 
maximum of evasion and deceit on the part of taxpayers 
and offensive prying on the part of the collector, arousing 
the keenest antagonism to taxation in general and hence, 
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of course, to the public expenditures for which taxes are 
raised. This efifect would be calamitous in every sense, 
because public opinion ought to be constantly favorable 
to wholesome public expenditures, and the method of 
colkcting taxes to pay for these improvements ought to 
be such as to create the least possible amount of opposi- 
tion and evasion. 

Moreover, to levy taxes directly upon profits would 
be a constant discouragement to industrial progress. If, 
for instance, profits were taxed directly in proportion to 
their amount, the efifect would obviously be to diminish 
the incentive to make profits, since the greater the profits 
the more would have to be handed over to the taxgath- 
erer. Direct taxation, in brief, is the poorest of all meth- 
ods of collecting public revenues, because it creates the 
maximum amount of antagonism, resistance and evasion. 

Indirect taxation, wisely applied, is much better. In 
fact, almost everything in human affairs is done better 
and cheaper by indirection. Productive force is much 
more effective when applied indirectly through the 
medium of complex machinery than when applied di- 
rectly by hand labor. 

Wise decision on great problems of state can usually 
be reached best by indirect methods, — first the popular 
discussion and election of representatives, then the dis- 
cussion in the legislatures, then the voting on specific 
questions by the representatives, and, finally, the approval 
or veto of the executive officer. Public opinion is de- 
veloped, sifted and matured by a process of indirection, 
through the press, platform, and selected representatives, 
legislative and executive. This is true of nearly all eco- 
nomic, political and social forces. The very indirection of 
the process tends to work out the crudities, expose the 
obvious defects, afford the greatest opportunity for test- 
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ing and criticism, and so finally secure, if not the best, at 
least a superior result to any that could have been ob- 
tained by direct, hand-to-hand methods. The collection 
of public revenues is no exception to this rule. Our sys- 
tems of taxation should be so arranged as to draw the 
revenues finally from the surplus earnings or profits of 
the community, but in such a way as not to hamper and 
discourage industrial enterprise or stir up needless an- 
tagonism to the wholesome public expenditures for which 
taxes are imposed. How to do this is no easy problem, 
but a general line of policy leading to this end is sug- 
gested in the next chapter. 

SUGGESTED READING. 

In"Principles of Social Economics," the following por- 
tions of Chapter IV., Part IV., on "The Principles of 
Economic Taxation" : Section I., on "The Economic 
Basis of Equitable Taxation ;" Section IV., on "The 
Legitimate Sphere of Public Expenditures," and in Sec- 
tion v., the first part, under Number i, discussing direct 
and indirect taxation. 

In Pladley's "Economics," Chapter XIV., on "Gov- 
ernment Revenue." 

In Seligman's "Essays in Taxation," Chapters I. and 
II., on "The Development of Taxation" and "The Gen- 
eral Property Tax." 

In Wells' "Theory and Practice of Taxation," Chap- 
ter II., on "The Place of Taxation in Literature and His- 
tory;" Chapters II. to \'III., inclusive, on the history 
and present systems of taxation in various countries, 
and Chapter IX., on "The Definition, Object and Sphere 
of Taxation." 
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EXTRACTS FROM READINGS. 

Failure of Personal Property Taxation. "To avoid the 
first evil, taxes should be levied, as far as possible, upon 
visible and tangible objects. In general, things should 
be assessed, rather than persons. The attempt to rely 
on personal disclosure as a means of discovering tax- 
able property results in discrimination of the worst char- 
acter. The property or income of widows and orphans, 
which is in the hands of trustees, whose reports are mat- 
ters of public knowledge, is taxed at its full value ; so is 
that of a few exceptionally conscientious men. The ma- 
jority of men make some returri of taxable property suffi- 
cient to satisfy their consciences; but they interpret all 
doubtful points in their own favor, so as to make as few 
returns as possible. They take the law into their own 
hands ; and, as an English essayist has said, the law is 
such a fragile thing that when men take it into their own 
hands it is sure to get broken. Finally, there is a consid- 
erable class of men who have no conscience at all in the 
matter, and who, in safe reliance on the certainty that 
their property will remain undiscovered, escape taxation 
on everything which the law hopes to discover by their 
declarations." — From Hadley's "Economics," Chapter 
XIV. 

Evils of the General Property Tax. "If we sum up all 
these inherent defects, it will be no exaggeration to say 
that the general property tax in the United States is a 
dismal failure. No language can be stronger than that 
found in the reports of the officials charged with the 
duty of assessing and collecting the tax. Whole pages 
might be filled with such testimony from the various 
states. Only the following extracts from the New York 
reports are given as sample"" : 
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"A more unequal, unjust and partial system for taxation could 
not well be devised. 

"The defects of our system are too glaring and operate too 
oppressively to be longer tolerated. 

"The burdens are so heavy and the inequalities so gross, as 
almost to paralyze and dishearten the people. 

"The absolute inefficiency of the old and rickety statutes 
passed in a bygone generation [is patent to all]. 

"The hope of obtaining satisfactory results from the present 
broken, shattered, leaky lavi^s is vain. 

"The system is a farce, sham, humbug. 

"The present result is a travesty upon our taxing system, 
which aims to be equal and just. 

"[The general property tax is] a reproa'-h to the ^=>*-e, an 
outrage upon the people, a disgrace to the civilization of tne 
nineteenth century, and worthy only of an age of mental and 
moral darkness and degradation, when the 'only equal rights 
were those of the equal robber.' " — From Seligman's "Essays 
m Taxation," Chapter II. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. What is taxation? 

2. Mention some of the expenditures for which taxes are 

raised, 

3. For what two different kinds of objects may taxes be levied? 

4. Mention some instances in which very effective protective 

taxes are practically useless as revenue taxes. Explain. 

5. What rule should govern in the levying of these two kinds 

of taxes? 

6. Mention some of the principal objections to our existing 

methods of taxation. 

7. What are the two distinct methods of collecting taxes? 

Explain each. 

8. Why are taxes on incomes, personal property, etc., chiefly 

objectionable? 

9. How do such taxes affect industrial enterprise and public 

improvements? 

10. What are some of the advantages of indirect taxation? 

11. How is the wisdom of this method supported by experience 

in other departments of life? 



CHAPTER XIII. 
TAXATION — Continued. 

55, From What Source Should Taxes Be Drawn ? 

Before taking up the question of how taxes may be made 
sufficiently indirect to avoid the evils of evasion and op- 
positiQjp, it is necessary to point out the sources of wealth 
from which public revenues may be drawn with least 
hardship to the community. Then the problem will be 
to find a way of levying taxes so that they will reach these 
sources of wealth with the least inconvenience and an- 
noyance. 

Clearly, the source from which revenues may be drawn 
most equitably and economically cannot be wages and 
salaries. These incomes are the necessary means of sus- 
taining the standard of living of the masses of the people, 
and to impair that would be to impair the social useful- 
ness and individual quality of the citizen. Nor can this 
source be the capital employed in industry, because to 
impair that would be to lessen industrial enterprise, re- 
duce employment and seriously injure the prosperity of 
the whole community. 

The only source from which revenues may be drawn 
without impairing either the usefulness and quality of 
the citizen or the productive enterprise of the community 
is the surplus earnings of industry, including rents, in- 
terest and profits. This is the margin of wealth which 
■is being created from day to day, over and above all the 
expenses of production, wages, salaries, raw material, 
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etc. It is large or small, according to the state of indus- 
trial progress of the community. It is the source of in- 
come which, as it accumulates, furnishes most of the new 
capital for new investment, and it can be so used without 
impairing the personal incomes upon which the standard 
of living depends. It is, for the same reason, the best 
source from which to draw the public revenues. 

56. How to Levy the Taxes. But how can taxes 
be levied so as to reach these surplus earnings most cer- 
tainly, with least annoyance, and least opportunity for 
evasion? We shall find, upon investigation, that iw order 
to accomplish this object the taxes should be levied, not 
directly upon profits, but indirectly, at the sources of pro- 
duction, in such a way that they will be shifted along, all 
through the productive process, from the seller of the 
original raw material to the consumer of the finished 
product, in higher prices, and thence on to the consum- 
er's employer, in higher wages. Taxes will be shifted 
so long as they can be added to or included m the price 
of something the person taxed has to sell, whether com- 
modities or services. 

In order, therefore, to make the burden of taxation as 
imperceptible as possible, and evasion impossible, it is 
necessary to levy them at the point farthest from where 
they are finally paid, so that they will pass through the 
community as an inseparable and indistinguishable part 
of the prices of commodities and labor, and in this form, 
rather than in the form of direct taxes on profits, they 
will ultimately reach this surplus or profits in every de- 
partment of productive industry. 

To levy taxes at the sources of production means to 
levy them only on real property, — land, buildings, fac- 
tories, railroads, franchises and the like. Besides being 
the easiest to assess and collect (since real property can- 
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not be hidden or carried away), these taxes permit of the 
maximum amount of shifting and wide distribution 
throughout the community. 

57. Shifting of Taxes and Their Final Payment. 

A tax placed on agricuhural land would be added to the 
price of the crop, because it is a part of the cost of pro- 
ducing the crop, just as much as that which is paid for 
seed and the labor of planting, cultivating and harvest- 
ing. The portion of such a tax which was included in the 
price of grain, for example, would be transferred in that 
way tQ the miller, and the miller would shift it to the 
jobber, who would pass it on to the grocer, and the 
grocer would add it to the price charged the consumer. 

Where will it stop? The shifting will continue until a 
point is reached where, by reason of economic laws, the 
tax cannot any longer be added to the price of anything 
that is sold. It is commonly assumed that for this rea- 
son the consumer cannot transfer the tax, but must pay 
it. If the consumer is a person who lives on profits, he 
cannot transfer it, because he has nothing to sell. But if 
the consumers are wage or salary receivers, they can 
transfer it, because they have something to sell — their 
services, and the tax is to them a part of the cost of living 
and hence of the cost of rendering their services. The 
price of flour or clothing, or of whatever enters into the 
cost of living, is a part of the cost of labor and must be 
covered in the laborers' wages. If prices of necessities 
rise, for any length of time, wages will rise. This is 
the testimony of experience everywhere. It is due to the 
simple fact that the standard of living is the real force 
by which stipulated incomes, as salaries and wages, are 
finally determined. 

Therefore, a tax that is levied at the source of produc- 
tion, and has traveled through the community by the 
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process of shifting, is paid by the consumer whenever 
the consumer lives on profits, because he has no means 
of shifting it ; but, so far as the consumers are wage and 
salary receivers, they have the same means of transfer- 
ring it to the employers that the farmer has of shifting it 
to the miller, and the miller to the jobber, and the jobber 
to the grocer, and the grocer to the consumer. When it 
has reached the employer, in the form of higher wages, 
the struggle for its final resting-place begins. 

It may be asked, will not the employer re-transfer it 
to the price of his products, just as the farmer did in the 
first instance, and all intermediaries. No. The conditions 
are now altogether different. When the price of sugar is 
increased by a duty of a cent a pound it is increased uni- 
versally, all over the country at once. It is taken for 
granted, as a matter of course, by all who buy and sell 
and use sugar, that the tax must be added to the price, 
and sugar will rise. But in the case of the laborer trans- 
ferring the added cost of his living to the employer in 
higher wages it does not come in any such universal or 
uniform manner. It comes very gradually and only here 
and there at a time. Taxes are different in different parts 
of the country ; some taxes are shifted more rapidly than 
others, and they reach different groups of laborers at 
different times and in different degrees. The laborer 
tries to transfer the tax to the employer by demanding 
higher wages, but he does so only after considerable in- 
convenience and hard pressure to maintain his standard 
of living. If this pressure came among the laborers all 
at once and to the same extent, the employers might uni- 
formly resist it or uniformly try to re-transfer it to the 
price of the product ; but, since it comes piecemeal, it 
reaches individual employers or concerns separately, first 
one, then another, then another, and so on. The laborers 
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may fail in several struggles to secure the rise, but ulti- 
mately, if the pressure on their standard of living con- 
tinues, their repeated efforts make it more expensive for 
the employers to resist than to concede the advance. 

This demand by the laborers for more wages probably 
would not come as the result of the pressure of taxes 
alone, because the effect would ordinarily be too small 
to cause serious inconvenience ; but in a progressive 
community there is a multitude of forces constantly at 
work tending to expand the standard of living and create 
demands for wage increases, and any pressure of in- 
creased cost of living under such circumstances is felt 
much more keenly than the actual amount of the in- 
crease alone would normally create. Therefore, so slight 
a pressure as that from taxes serves to intensify and stim- 
ulate the general demand for more wages, hastening the 
final granting of an increase which will more than cover 
whatever added expense of living has come from the tax. 

When this increase in wages is first granted it comes 
directly out of the employer's profits. If he attempts to 
transfer the rise of wages (which includes the tax) to the 
price of his goods, he meets at once the competition of 
others who have not yet had to pay the higher wages. 
If it is a concern that is making large profits, it can afford 
the rise in wages without attempting to put up the price 
of the product; but if it is making no profit, or only a 
very slight profit, it will have its margin wiped out en- 
tirely. The contest for survival begins, and those who 
were at the no-profit point must reorganize their busi- 
ness on a more economic basis, call in science and in- 
vention and adopt better methods to create new margins 
of profit, or else withdraw from the field. It is by the 
repetition of this process that prices of manufactured 
products have not only been prevented from rising but 
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have been so greatly reduced during the last half century. 

Thus it is that indirect taxes are the most equitable, 
most uniformly distributed throughout the community, 
least offensive in collection, and are ultimately paid out 
of the profits of the community, until the profit-receivers 
reimburse themselves by the use of more scientific meth- 
ods of production and better organization. 

When so distributed and paid, nobody is really poorer 
for the tax, but the community is better ofif to the extent 
of the services and improvements for which the taxes 
have been expended. Needless to say, this desirable re- 
sult does not come under our existing systems of taxa- 
tion. To secure it there must be uniformity of methods, 
based everywhere on the principle of levying taxes at the 
sources of production. Then the system must be main- 
tained regularly and without sudden and arbitrary 
changes. Irregular taxes frequently come out of the 
consumer in the end, because they do not remain in force 
long enough to exert their full effect on the standard of 
living and cause successful demands for higher wages. 

58. Taxation of Franchises. The growth of large 
corporations has given rise to a new problem in taxation. 
It has become a practical question how to make property 
owned by corporations contribute its proper share to the 
public revenues. The property of a corporation, being 
owned by an indefinite number of people, often residing 
at distant points and sometimes in foreign countries, any 
effort to tax the individual owners of the stock leads to 
endless complications, and all the evasion connected with 
other forms of personal taxation. So far as the owners 
reside outside the state where the property is situated, 
they cannot be directly reached at all. If the taxis were 
levied only on the visible property of the corporation, on 
the other hand, it would in a very large number of in- 
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stances pay only a small portion of its due share of the 
public burden. Taxes should be levied only on real 
property, but there are invisible elements in a corpora- 
tion's property which are real no less than the visible. 
It frequently happens that a very large part of the profit- 
earning capacity of a corporation is due to some fran- 
chise or privilege granted by the public. This is espe- 
cially true of steam and street railroads, city gas com- 
panies, and all corporations which make use of public 
property in carrying on their business. 

Corporations should pay taxes on their franchises to 
the extent that the franchises are real profit-earning as- 
sets. How to distinguish between the value of the visible 
property and the value of the franchise is the problem. 

There seems to be but one efifective way of accomplish- 
ing this, and that is to ascertain, first, the total value of 
the corporation's property and business, as indicated by 
the market value of its stock, plus the value of the bonds 
it may have issued and upon which it is paying interest. 
These two items together will represent what the whole 
concern is worth and would sell for, as a profit-making 
business enterprise. The market value of the stock is 
always determined by what the company earns over and 
above what it pays in interest on its bonds. If the earn- 
ings are large, the value of the stock will be high ; but if 
it can only pay interest on its bonds, the stock, if worth 
anything at all, will have only a speculative value due to 
anticipated profits in the future. 

Having thus ascertained the total value of the con- 
cern, deduct the value of its tangible physical property, 
and the balance may be regarded as the value of the 
franchise. Of course, this may often include an extra 
value given to the business by exoert management, but 
the public is entitled to have its franchises estimated on 
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the basis of what they will earn under good management. 
Because some men cannot use it with profit is no sign 
that the franchise is not a valuable one. 

This method has the advantage of simplicity. It col- 
lects the tax from the corporation instead of pursuing 
the individual owners of the stock. Unless the tax is 
shifted, the stockholders will really pay it in the form of 
a reduction in their dividends, and if it is shifted they 
will pay a portion of it, together with a portion of all the 
other taxes in the community, in the higher prices of 
what they consume. This is because, as before pointed 
out, people whose income is profits (or dividends) have 
no way of shifting a tax. 

If this method were adopted, no tax should be placed 
on the stock of corporations as such, because they would 
already have been taxed on the full value of their busi- 
ness, including both tangible property and the fran- 
chises, if any ; and to tax the stock in addition would be 
double taxation. Under the proposed system the prop- 
erty would be taxed at its full value, once for all, at the 
point where it is actually situated, and evasion would be 
impossible ; whereas, under the present system of taxing 
both real and personal property, a very large amount of 
personal property escapes taxation altogether, while 
whatever personal property does not escape is really 
taxed twice — once in the concern itself, as real property, 
and once in the stock or bonds or mortgages represent- 
ing it, as personal property. 

SUGGESTED READING. 

In "Principles of Social Economics," the following 
portions of Chapter IV., Part IV., on "The Principles of 
Economic Taxation" : Section II., on "The Mobility of 
Taxes and Their Relation to Wages;" Section III., on 
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"The Ultimate Effect of Taxation upon Profits and the 
General Wealth of the Community ;" and in Section V., 
the second part, beginning on page 377, discussing the 
question of the kinds of property upon which taxes 
should be levied. 

In Ricardo's "Principles of Political Economy and 
Taxation/' Chapters VIII. to XVII., inclusive, treating 
of taxes and the effect of taxes upon various sources of 
income, prices of products, wages of labor, etc. 

In Seligman's "Essays in Taxation," Chapter IV., on 
"Double Taxation." 

In Wells' "Theory and Practice of Taxation," Chap- 
ter XX., on "Double Taxation," and Chapter XXV., on 
"What Should Be Taxed and How It Should Be Taxed." 

Reference is also made to a lecture on "Taxation of 
Franchises," by George Gunton, series of iSgS-'gg. 

EXTRACT FROM READINGS. 

Double Taxation. "If a resident of Massachusetts 
owns a cow which is bodily in another state, that cow is 
properly taxed in the state where the animal is; but 
Massachusetts, in virtue of the residence of the owner 
within her territory, imposes upon him a second tax for 
the same cow. Again, owners of shares in corporations 
chartered and located in Massachusetts are taxed 
through the corporation, and their shares are free from 
any further taxation. But if the same persons are share- 
holders in corporations created and established by other 
states, and the real and personal property of which are 
fully taxed where situated, they are subject to a second 
tax in Massachusetts on the assumed local value of the 
interest of their citizens in such extra-territorial corpora- 
tions. 
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Under this system, moreover, the same property may 
be, and too often actually is, subjected to not merely 
double but triple taxation, which sometimes practically 
amounts to confiscation. Thus personal property be- 
longing to a citizen of Massachusetts, but located in Chi- 
cago, would be properly taxable there, because within 
the territory and under the protection of the taxing 
power. It would, however, be taxable to the owner in 
Massachusetts because of his personal residence in that 
state; and the owner would also be liable to taxation in 
Massachusetts by reason of his income from the same 
property." — From Wells' "Theory and Practice of Taxa- 
tion," Chapter XX. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. Mention some of the sources from which taxes cannot be 

drawn without hardship to the individual and injury to 
the community. Explain. 

2. From wnat sources ought taxes ultimately to be drawn? 

Why does this not involve hardship as in the other cases? 

3. On what kinds of property should taxes be levied in order 

to reach the surplus earnings of the community most cer- 
tainly and with least annoyance? 

4. Mention some of the kinds of real property as distinguished 

from personal property. 

5. Explain the process by which taxes are shifted throughout 

the community. Illustrate. 

6. At what point only is it impossible to shift a tax any further? 

Why is this? 

7. What classes of consumers are unable to shift a tax, but 

must pay it themselves? 

8. What other and much larger class of consumers are able 

to shift taxes that reach them in the shape of higher prices 
of commodities? In what way can they shift such taxes? 
g. When the tax has been shifted from the wage-earning con- 
sumers to their employers in the form of higher wages, 
why cannot the employers again transfer it in higher 
prices for their products? 
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10. Would the demands for higher wages ordinarily come solely 

as a result of the tax alone? If not, what combination of 
circumstances helps transfer the tax to the employer 
through increased wages? 

11. If the employer cannot add this increased expense to the 

price of his goods, from what does he at first pay it? 
How must he reimburse himself, if at all, for this added 
expense? 

12. What is the net result to the individual taxpayers and to 

the welfare of the community of taxes which are dis- 
tributed and paid in this way ? 

13. In what respects does our present system of taxation fail 

to secure these objects? 

14. What intangible but valuable portion of corporations' assets 

has hitherto largely escaped taxation? Explain just what 
this item of value is. 

15. In what way may the total value of a corporation's property 

and business be estimated? 

16. Having learned this total value, how may the value of its 

franchises, if any, be ascertained? How should its taxes 
then be assessed? 

17. Mention some of the advantages of this method of taxing 

corporation assets. 

18. If this method were adopted, ought any tax to be placed 

on corporation stock, as such? Explain your answer, and 
state the practical effects of our present system in this 
respect. 



CHAPTER XIV. 

MONEY. 

59. What Honey Is.* To most people the idea 
of money includes nothing more than the coins or paper 
certificates which perform the functions of money. In 
practical experience, for convenience and exactness, the 
word is indeed limited to this meaning, but, theoretically, 
anything which serves as an instrument of exchange — 
that is, which is accepted temporarily by one party to an 
exchange instead of the commodities he wishes ultimately 
to obtain for what he has given — is money. He accepts 
the money, not for its own sake, but because it becomes 
to him the basis and proof of his claim to a certain 
amount of other wealth standing to his credit in the 
community. He has already given to the community, 
through the individual with whom he dealt, this same 
amount of wealth or service in some form ; the money 
he accepted in return now constitutes his claim on the 
community for an equal amount of wealth or service in 
some other form. In other words, money per sc is sim- 
ply a circulating evidence of credit. Whether the money 
must itself consist of wealth to the full amount of the 
things for which it is exchanged, or may consist simply 
of paper or other tokens representing wealth, depends 
upon the extent to which the people have confidence or 

*See "Outlines of Social Economics," Sections 33 and 34, 
Chapter VII. 
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lack confidence that wealth to the same amount can al- 
ways be obtained for the money when desired. 

60. The Haterials of Money. This confidence is 
great or small, according to the general integrity and 
good faith, or otherwise, prevailing throughout the busi- 
ness community, and the ability and disposition, or other- 
wise, of the government which issues the money to see 
that it contains the full amount of wealth it claims to 
represent, or, if it is paper or token money, to see that 
actual wealth money is promptly furnished in exchange 
for it whenever desired.. Whether the bulk of the money 
in use, therefore, is made of actual wealth like gold and 
silver, or merely of a representative material like paper, 
depends largely on the state of civilization of the com- 
munity. 

All sorts of material have been used as money, but in 
civilized countries to-day gold, silver and paper are 
chiefly employed, the paper being merely credit certifi- 
cates representing gold or silver. Gold has come into 
use as the chief standard money metal because of its 
superior durability, beauty, convenience due to the high 
value which makes small quantities available for large 
transactions, and its substantial uniformity of value 
through long periods of time. This stability prevents 
the annoyance and loss of sudden changes in the standard 
by which values are measured. A few centuries ago 
practically all the money in use consisted of actual wealth 
— coins of various substances — and this was because 
people would not accept as money anything which did 
not literally contain wealth equal to what they gave in 
exchange for it, so that, if the coins were converted into 
bullion, they would be worth just as much as the grain 
or meat or cloth or tools for which they had been ac- 
cepted. 
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In modern times, however, public confidence ard in- 
tegrity have so increased that paper money has come into 
very general use, not supplanting metallic money but 
in addition to and representing it. Paper money is not 
actual wealth or property money. It does not contain 
wealth to the amount named on its face, but simply rep- 
resents it. The property is not in it but behind it. It 
circulates, instead of property, as an instrument of credit. 
It passes from hand to hand solely on the confidence 
the people have that wealth to the amount represented 
can actually be obtained for it upon demand. In order 
that they may have this confidence, it is necessary to pro- 
vide for testing the paper money occasionally, sometimes 
quite frequently, by calling upon whatever authority or 
institution issues this money to redeem it in actual wealth. 
Potatoes, shoes, clothing or furniture will not be ac- 
cepted as redemption for the same reasons that these 
commodities could not be used as instruments of or- 
dinary exchange. They are too bulky, perishable, ex- 
pensive to handle and highly variable in value. The 
wealth that paper money represents must itself be capa- 
ble of doing the work of money; the redemption must 
be in some metallic money, coin of gold or silver, or 
whatever metal is used for the standard money of the 
community in which the paper money is circulating. 

"Legal-tender" paper money is money issued by a 
government, usually in times of war or great emergency, 
bearing upon it the government's mandate that it must 
be accepted when ofifered in payment of debts. The 
government may or may not redeem this legal-tender 
paper money in standard coin, according to the state of its 
finances. Therefore, the paper must be accepted solely 
on faith in the government's soundness, honor, and abil- 
ity to redeem it ultimately in standard metallic money. 
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This means that whenever the credit of the government is 
disturbed there is danger of the legal-tender paper money 
depreciating in value, causing loss to all who hold any, 
and general disaster to business. In the case of the con- 
tinental legal-tender money in this country during the 
revolutionary war, the government's power to redeem 
was so doubtful that the paper money became practically 
worthless and was finally redeemed at one cent on the 
dollar. Confederate money during the civil war is an- 
other illustration of this It was made legal tender by 
law, and after L,ee's surrender it became absolutely 
worthless, because it could not be redeemed in property 
money, but rested solely on the credit of the defunct 
confederate government. The greenbacks issued by the 
United States during the same civil war were of like 
character. Their value rested wholly on confidence in 
the government, and, consequently, rose and fell with the 
fortunes of the union army. When the North finally 
succeeded, confidence in the government increased, but 
the treasury was not able to redeem greenbacks in full- 
value property money, and therefore they remained at a 
discount until 1879. In that year the government began 
to redeem them in gold, and at once the- confidence of 
the community returned. The value of the greenbacks 
became the same as that of gold. 

61. The Value of Honey. The metal of which 
the standard money of a country is composed is simply 
a commodity, and its value is determined like the value 
of all other commodities, by the cost of producing the 
dearest portion for which there is a continuous demand. 
When this metal is made into coins for use as standard 
money no change in its value takes place. The value of 
the coin depends upon the economic value of the metal 
it contains, and the coin will exchange only for wealth of 
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equal economic value, determined in the same way. The 
government stamp of "dollar" or "eagle" simply means 
that a certain amount of silver or gold, when coined, shall 
be known by a certain name. How much people will 
give in exchange for this coin bearing this name depends 
entirely on the amount of actual wealth it contains. The 
government can mint it, stamp it and name it, but the 
value at which itwill be accepted throughout the com- 
munity is something over which the government has no 
control. The coin will not buy more or less of a com- 
modity because it has the government stamp, except to 
the extent that the stamp gives confidence that the coin 
is not a fraud, and may to that extent remove a hesitancy 
to accept it. The government stamp merely guarantees 
that the coin consists of metal of a certain kind, weight 
and degree of purity ; just as the marks and numbers on 
weights, measures and yardsticks testify that these arti- 
cles are of a certain weight, size and length, respectively. 
There is a great deal of metallic money, however, 
which does not contain the full amount of actual wealth 
it represents. This is true of all English silver and cop- 
per coins, and of American silver dollars, half-dollars and 
small coins. Why the silver dollar, containing less than 
fifty gold cents' worth of metal, twenty nickels contain- 
ing only about ten cents' worth of metal, and one hun- 
dred copper pennies containing only about eight cents' 
worth of metal, all circulate as the equivalent of a gold 
dollar containing one hundred cents' worth of metal, is 
a question over which much confusion exists. The fact 
that these cheaper silver, nickel and copper coins circu- 
late at par with gold seems to support the idea that the 
government stamp gives the value to money. In reality, 
it does nothing of the kind. The uniformity of value be- 
tween these different coins is the result of economic, not 
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political, law. It is simply a part of the universal law of 
value, by which the price of competing portions of the 
same kind of commodity tends to be uniform in the same 
market.* For illustration, the cotton cloth that comes 
to the wholesale warehouses of New York city from 
hundreds of different factories all over the country will 
sell at the same price per yard, for similar grades, regard- 
less of the different conditions under which the output of 
the different mills is produced. The price does not vary 
according to the different costs of production in the dif- 
ferent mills, but it tends to uniformity on the basis of the 
cost of the output of those mills whose expense is great- 
est, so long as their portion of the supply is required by 
the market. This is for the obvious reason that these 
mills could not continue to furnish cloth unless the price 
they received for it at least covered the cost of produc- 
tion. What their cloth must sell for the similar cloth of 
other mills will sell for, because the cloth is all alike and 
will render the same service. 

The value of different coins is governed by the same 
law. The himdred pennies and ten dimes and four 
quarters and two half-dollars are not intrinsically worth 
as much as a gold dollar, but so long as, for convenience 
and by the force of custom, they perform the same mone- 
tary service as a gold dollar, and with greater adaptibility 
for small transactions, and are all required and necessary 
to carry on the business of the community, they will cir- 
culate together at uniform value as money. This uni- 
form value will not be on the basis of the value of the 
copper pennies, nor of the nickels, nor of the fractional 
silver, nor of the silver dollar, but on the basis of the 
value of the dearest coin that is circulating with the others 
and performing the same service — that is, the gold coin ; 

*See "Outlines of Social Economics," Chapter X. 
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just as the price of cotton cloth is uniform on the basis 
of the dearest portion of the supply the market requires. 
If this dearest portion of cloth should become unneces- 
sary, the price would fall to the level of the next dearest 
portion still required ; and, in the same way, if the gold 
coin should be removed from circulation or become un- 
necessary, the value of all the other coins would fall to 
the level of the next dearest one remaining in use, which, 
in our case, would be the silver dollar. 

It is for this reason that in Mexico, for example, where 
the dearest standard metal in use is silver, the dollar is 
worth only about half as much as a United States dollar. 
Our silver dollar circulates on the basis of the value of a 
gold dollar, since both perform the same service and are 
required for that service in the same community ; but the 
Mexican silver dollar, being the dearest standard coin, 
circulates only on the basis of its bullion value, there 
being no dearer coin to establish a higher level of value 
for it. Therefore, the Mexican dollar, although it con- 
tains a few more grains of silver than the United States 
silver dollar, is worth as money only about half as much. 

Why does gold stay in circulation in the United States 
and European countries, while in Mexico and a number 
of other countries it will not circulate and silver is the 
dearest coin? Simply because, in the United States and 
Europe, law has limited the coinage of silver so that it 
cannot do the entire work required of standard metallic 
money in the community, while in these other countries 
there is no limit on the coinage of silver and enough is 
furnished to supply the entire need of standard money. 
Where silver coinage is restricted, gold is still needed, 
and, so long as gold is needed to make up any portion 
of the general metallic money, the value of all will be 
equal to that of gold, the dearest coin. If silver were 
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admitted to unlimited coinage, there would very soon 
be enough silver to do the whole work of standard 
metallic money. Gold would not be needed and would 
soon disappear. This fact, that free coinage of a cheaper 
metal will drive out the dearer is confirmed by universal 
experience. It is even known as the "Gresham law," 
from having been announced by Sir Thomas Gresham 
so long ago as the sixteenth century. In order to pre- 
vent this driving out of the dearer metal, it is necessary 
that the cheaper be so limited in coinage that the dearer 
will still remain necessary, or else, if the cheaper metal 
is admitted to free coinage, the coins must contain 
enough metal to constitute the same bullion value 
as that of the dearer coin of the same denomination. If 
the bullion value of the two is the same, neither will drive 
the other out ; but if either coin contains less metal value 
it will drive the other out if admitted to free competition 
with it. This is why, if it is desirable to maintain the 
gold standard of money, free coinage of silver or any 
metal cheaper than gold, except at equal bullion value, 
coin for coin, cannot be permitted. 

SUGGESTED READING. 

In "Principles of Social Economics," Sections I., 11. 
and III. of Chapter VI., Part II. This chapter is on 
"Money and Its Economic Function," and the three 
sections suggested discuss the questions of what money 
is, its economic functions and its value. 

In Jevons' "Money and the Mechanism of Exchange," 
Chapters III. to VII., inclusive, treating of the functions 
of money, its early history, the materials of which it is 
made, important qualities in the material of money, coins 
and forms of coins ; also. Chapter XIII., on "Technical 
Matters Relating to Coinage," such as alloy, etc. 
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In White's "Money and Banking," Book I., Part I., 
on "The Evolution of Money," and Chapters I. to VII., 
inclusive, in Book I., Part II., on "Fiat Money." 

In Del Mar's "History of Monetary Systems," Chap- 
ters I. to v., inclusive, giving the history of money in 
India, Persia, Palestine, Greece and Rome ; and Chapter 
VI., on "The Sacred Character of Gold." 

For general description of the systems of money in use 
throughout the world reference is made to Muhleman's 
"Monetary Systems of the World;" also to the sections 
on "The World's Currencies" and "The People's 
Money," in "Sound Currency" (Reform Club Compen- 
dium). 

EXTRACT FROM READINGS. 

Essential Qualities of M-etallic Money. "All writers are 
agreed that the six requisites mentioned above are essen- 
tial to a good kind of money ; viz., portability, homo- 
geneity, durability, divisibility, cognizability, and stabil- 
ity of value. 

"Long experience has taught mankind that these qual- 
ities are best embodied in two metals — gold and silver. 
Experience has likewise shown that it is impracticable 
to have both of those metals as a standard of value at the 
same time. Gold was retained rather than silver because 
it contains much value in little weight, and hence is bet- 
ter suited to the needs of modern commerce. Silver re- 
mained in use afterwards as small change because people 
were habituated to it. Every piece of our gold money 
passes for the value of the metal contained in it. This 
is true of the gold money of all nations. 

"It must not be assumed that gold is absolutely stable 
in value. When we speak of the value of one thing which 
measures all values we mean its purchasing power in 
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terms of those commodities whose supply is unHmited, 
or not controlled by monopoly. The value of gold thus 
measured is subject to variations, but it is impossible to 
measure them with accuracy even when we compare 
prices during long intervals of time. We are concerned 
at present only with the comparative steadiness of value 
of dififerent things, as, for example, gold and tobacco. If 
gold is subject to fewer changes of purchasing power 
than tobacco, it is better fitted to serve the purposes of 
money and will sooner or later supplant it in that func- 
tion. If it is subject to fewer changes than any other 
known substance, it will supersede all others. The fact 
that it is not wholly free from variation itself will not 
prevent it from becoming the sole and universal money 
of civilized mankind." — From White's "Money and 
Banking," Chapter II., Book I. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. What is money? Is it necessarily the same thing as metal 

coins or paper currency? 

2. In what way may money be regarded simply as an evidence 

or certificate of credit? 

3. Why has gold gradually come to be the chief standard money 

metal in modern civilized countries? 

4. Under what conditions will paper or representative money 

circulate in the community? 

5. What are the essential characteristics of paper money? 

What system is necessary to keep it always at equal value 
with the metallic money it represents? 

6. What is legal-tender paper money? Under what conditions, 

usually, is it issued? 

7. On what does the value of legal-tender money depend? 

Mention instances in which such money has become prac- 
tically worthless, and explain why. 

8. How is the value of the standard money coin of a country 

determined? 
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9. Does the government stamp on a standard money coin affect 
its value? What is the real usefulness of the government 
stamp on the coin? 

10. Explain how it is that silver, copper and nickel coins, having 

the same face value as gold coins, but containing much 
less real bullion value, will circulate at the value of the 
gold coins. 

11. Explain how this is similar to the way in which economic 

laws establish uniform prices for the same commodities 
in the same market. 

12. Under what conditions only and how long will these cheaper 

coins circulate at the value of the dearer coin? 

13. Explain why the silver dollar in Mexipo is worth only about 

one-half the United States silver dollar, although con- 
taining a little more silver bullion. 

14. Why does gold remain in circulation in the United States 

and European countries, while silver is standard money 
coin in Mexico and other so-called "silver" countries? 

15. What would be the effect of admitting silver to free coinage 

in the United States and European countries? 



CHAPTER XV. 

MONEY — Continued. 

62. Theory of Bimetalism. Bimetalism is the 
coinage and use of two different metals as standard 
money. If one of the metals is more valuable than the 
other, as gold is more valuable than silver, a proportion- 
ately larger quantity of the cheaper metal than of the 
dearer must be put into coins of the same denomination 
in order that such coins, of whichever metal they are 
made, may have the same value. The proportion be- 
tween the respective quantities of metal in the two coins 
is known as the coinage ratio of the two metals. In the 
case of gold and silver, the advocates of free-silver coin- 
age advance the theory that the relative value of these 
two metals is determined by the relative quantity of each 
that is regularly produced in the world. They then en- 
deavor to show that the amount of silver regularly pro- 
duced averages about sixteen times the amount of gold, 
and that, therefore, the coinage ratio should be sixteen 
parts of silver to one part of gold; that is, a silver coin 
should contain sixteen times as much metal as a gold 
coin of the same denomination. 

This theory also, maintains that, if the two metals are 
so coined and put in circulation with each other, the 
competition between them will autoihatically keep the 
bullion value of the two metals at the same ratio as the 
coinage value, so that neither coin will drive the other 
out of circulation by reason of the metal it contains be- 
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coming permanently cheaper than the other. The way 
this is supposed to work is as follows : If one metal tends 
to become cheaper than its coinage value, so that the 
metal in the coin costs less than the face value of that 
com, there will be at once a great demand for this cheaper 
metal. People will seek to buy it in order to get it coined 
and make a profit by reason of the difiference between 
its coinage value and the cheaper bullion value. This 
great demand for the cheaper metal will promptly cause 
its value to rise again to the former point, so that exces- 
sive coinage will cease and the two coins will remain in 
circulation as before. If, on the other hand, one metal 
should tend to increase in bullion value above its coinage 
value, none would be offered for coinage, and the coins 
in use would be melted down and sold as bullion, being 
more valuable in that form than in coins. Thus the de- 
mand for the appreciating metal, for coinage purposes, 
would cease and the supply of bullion increase by the 
melting down of coins, and this would cause its value to 
fall to the former point, restoring the normal ratio be- 
tween the two metals. 

We shall find upon examination that this theory is 
erroneous in both of the main propositions upon which it 
rests, i. c, that the value of the money metals is deter- 
mined by the relative quantity of each produced, and 
that the two metals, when freely coined and put mto cir- 
culation with each other, will, by an automatic process, 
remain at the coinage ratio of value and neither drive 
the other out. 

63. Value Not Determined by Quantity Produced. 
The theory that the value of silver and gold is de- 
termined by the relative quantity of each produced is 
not sustained by experience. For example (to use the 
universally accepted tables of Dr. Adolph Soetbeer), 
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from 1 801 to 1810 the quantity of silver produced was 
50.3 times as much as the quantity of gold, but gold was 
only 15.6 times more valuable per ounce than silver, in- 
stead of being 50.3 times more valuable, as this theory 
would require. From 1851 to i860 the production of 
gold was so great that only about 4.4 times more silver 
than gold was produced in the world, but the ratio of 
value was 15.40 of silver to i of gold. From 1861 to 
1870 the ratio of production was about 6.5 of silver to i 
of gold, while the ratio of value was 15.56 to i. So that, 
the ratio of value was substantially the same when the 
production of silver was only 4.4 times as much as that 
of gold as when it was 50.3 times as much, clearly show- 
ing that the relative value of the two metals is not gov- 
erned by the relative quantity produced. 

In reality, the value of gold and silver, whether in coin 
or bullion, is determined by the same law that determines 
the value of everything else, namely, the cost of produc- 
tion of the dearest portion the market requires.* During 
the last thirty years the value of silver has fallen from 
$1.32 to 64 cents an ounce, or more than 50 per cent. 
The causes for this are substantially the same that have 
caused the fall in the price of iron, steel, zinc, lead, cop- 
per, clothing, furniture and scores of other commodities, 
namely, the lessening of the cost of production. Silver 
production has been cheapened partly by the discovery 
of richer mines, partly by the use of superior machinery, 
partly by the invention of new methods of separating the 
ore and partly by the reduced cost of transportation. The 
reduction in price has come through the economies in a 
multitude of ways in the cost of obtaining the silver and 
putting it on the market. 
64. Practical Experience witfi Bimetalism. The 

*See "Outlines of Social Economics," Chapters IX. and X. 
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theory that under free coinage the bullion value of the 
two metals will remain at the established coinage ratio, 
each circulating freely with the other and neither driv- 
ing the other out, is equally erroneous. It does not take 
into account the fact that a multitude of causes other 
than the opportunity of free coinage may and do affect 
the bullion value of the metals, causing one or the other 
to be almost continuously dearer or cheaper than its ar- 
bitrary coinage value, so that both coins are very rarely 
in actual circulation together. In order to understand 
this it will be well to trace, briefly, the history of metallic 
coinage. 

It is not easy to determine when regular coinage first 
began, but many accounts seem to indicate that it was 
invented about the latter part of the tenth century, B. C. 
This, however, was coinage only of silver and the cheaper 
metals. The history of this subject is meager, but evi- 
dence is not wanting that both gold and silver were used 
as money before and during the time of Solon. Accord- 
ing to some writers, the earliest ratio between gold and 
silver, in India, was S of silver to i of gold. In the sixth 
century, B. C, the ratio became 6J to i. Of course, the 
ratios during these early periods were not strictly eco- 
nomic, but were maintained largely by religious author- 
ity. For a long time the right to coin gold is believed to 
have been reserved exclusively to the religious authori- 
ties, but the metal chiefly coined was silver. Under such 
conditions, where coinage was regarded as a matter of 
supernatural authority, the ratio between gold and silver 
was not an economic ratio but entirely arbitrary. The two 
metals would circulate at almost any ratio that might be 
decreed, because of the constraining power of supersti- 
tion. As the arts of industry progressed and business 
became more distinctly separated from the church's au- 
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thority and passed over to the control of economic con- 
ditions, the ratio between gold and silver followed more 
and more closely the actual bullion value of the two 
metals. 

From the time of Pepin (752) to the fall of Constanti- 
nople (1204), no Christian kings struck any gold coins, 
but from that time on both gold and silver were coined in 
the different countries with more or less continuity. So 
far' as the facts can be ascertained, from the sixth to the 
fifteenth century the ratio ranged between 7 and 10 of 
silver to i of gold ; during the fifteenth century it rose 
to 10.7s to I, and from that time down we have Soet- 
beer's very accurate statistics of the value of the two 
metals. During all this time the price of silver as com- 
pared with gold has gradually declined, as follows : 

Fifteenth century $1.92 per ounce; a ratio of 10.76 to i 

Sixteenth century 1.80 " " " " 11.48 " 

Seventeenth century 1.40 " " " " 14.76 " 

Eighteenth century 1.38 " " " " 14.97 " 

In 1859 1-36 " " " '■ 1S.19 " 

In i860 1.3s " " " " 15-31 " 

In i86s 1.34 " " " " iS-42 " 

In 1870 1.33 " " " " 15-54 " 

In 1875 I.2S " " " " 16.54 " 

In 1880 1. 15 '■ " " " 17.97 " 

In 1885 1.06 " " " " 19.50 " 

In 1890 1. 05 " " " " 19.68 " 

In 1895 65 " " " " 31-80 " 

In 1900 64 " " " " 32.29 " 

These changes in the ratio have taken place notwith- 
standing the fact that until about a quarter of a century 
ago coinage of both metals in most countries was free. 

Our own experience in this matter is very instructive. 
In 1792 the ratio was fixed at 15 to i, on the recom- 
mendation of Jefiferson and Hamilton, because their in- 
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vestigations of the subject showed that the market value 
of gold and silver was as 15 to i ; that is to say, fifteen 
ounces of silver would bring in the open market the same 
price as one ounce of gold. At least, that was the near- 
est they could get to it. The reason for fixing the ratio 
at 15 to 1 was to make the coinage ratio the same as the 
market bullion ratio. Experience proved, however, that 
this coinage ratio was not exactly like the market ratio. 
Fifteen ounces of silver were not worth quite as much in 
the open market as one ounce of gold. Therefore, no 
gold was taken to the mint, because it was worth more 
as bullion in the open market. In France the ratio had 
l)een fixed at 16 to i, and this worked in the opposite way. 
No silver would go to the mint, because sixteen ounces 
of silver were worth more than one ounce of gold, and, 
therefore, would bring more in the market than at the 
mint. The value of the metals did not automatically ad- 
just itself, according to the theory of bimetalism, and in 
1803 France changed the ratio to 15^ to i. 

As the legal ratio failed to keep the value of the two 
metals together, congress in 1834 changed the ratio 
f'-om 15-to-i to i6-to-i, or, to be exact, 16.002155 to i. 
The market price of silver was then $1.31 an ounce, 
which is at the ratio of 15.73 to i. Therefore, the new 
coinage ratio undervalued silver to about the same ex- 
tent that it was overvalued in 1792. That is to say, the 
silver dollar of 371^ grains was worth about 3 per cent, 
more in the market as bullion than the gold dollar of 23.2 
grains. Therefore, no silver would go to the mint. Even 
the fractional silver coins went out of circulation. Half- 
dollars and quarter-dollars were coined with the same 
proportionate amount of silver as the dollar ; that is, a 
half-dollar contained just half as much and a quarter-dol- 
lar just one-quarter as much as a silver dollar. Like the 
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dollar, therefore, these coins were worth 3 per cent, more 
than their coinage equivalent in gold; therefore, they 
went out of circulation, because a profit of 3 per cent, 
could be made by melting them into bullion. 

In 1837 another attempt was made to correct this by 
reducing the amount of alloy in a gold dollar, so that 
the pure gold in a dollar was increased to 23.22 grains. 
This did not quite counterbalance the difference, and in 
1853 another act was passed, reducing by 7 per cent, the 
amount of silver in a dollar's worth of fractional coins — 
halves, quarters and dimes ; also limiting their legal- 
tender power to $5 and permitting coinage only at the 
discretion of the government. This made these small 
coins worth considerably more as coins than as bullion 
and it had the desired effect. Nobody would melt coins 
when he would lose by doing so, and the fractional cur- 
rency remained in circulation. 

Each of these efforts shows that the economic value of 
the metal in the coin governed the value of the coin, and 
that the value of the metal was not at any time deter- 
mined by the legal coinage ratio. In other words, every 
change in the coinage ratio has been made to adjust it 
to the market ratio, because under no other conditions 
would the two metals circulate together. Free coinage 
of silver dollars was discontinued in 1873 simply because 
both metals could not be kept in circulation at the same 
time. Silver dollars would not circulate and practically 
none were in use ; indeed, from the opening of the mint 
in 1793 down to 1873 only 8,031,238 silver doUars had 
been coined. 

65. Practical Effect of Free Coinage. At the pres- 
ent (1900) price of bullion the silver in a silver dollar is 
worth only about 49I cents. Under free coinage, there- 
fore, silver would be overvalued by more than 50 per 
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cent. If the overvaluation of silver by 2 or 3 per cent, in 
1792 would keep gold out of circulation, the effect of an 
overvaluation of silver by 50 per cent, can -readily be 
imagined. Of course, silver dollars would not continue 
to be worth the same as gold dollars, as they are at pres- 
ent by virtue of the limited coinage of silver, but neither 
would they fall immediately to their bullion value. The 
change would come rapidly, but while it was going on 
there would be an immense profit in buying up silver and 
getting it coined. Gold coin would be exported to buy 
silver, or else melted .and sold as bullion, or else hoarded 
up because of the rapid increase in its value as compared 
with silver. It would entirely disappear from circulation, 
so that the practical effect of free coinage of silver would 
be, not to establish bimetalism, but to establish silver as 
the standard money metal. 

After a short time the silver, being the standard coin, 
would have fallen to the value of the bullion it contains ; 
just as the gold dollar, when serving as the standard coin, 
is worth only its economic bullion value. This means 
that the standard by which the value of all commodities 
and labor is measured would have been reduced about 
one-half. The process of change from the gold standard 
to this 50 per cent, cheaper silver standard would cause 
universal uncertainty, panic, and loss to all sellers of 
goods and to wage- earners, who would have to accept 
money that was constantly falling in value and would be 
worth less when they came to spend it than when they 
accepted it ; as well as enormous loss to all owners oi 
fixed investments, large or small, depositors in savings 
banks, creditors, and all who had legal claims to money 
which they had invested, loaned or deposited in gold or 
the equivalent of gold, and for which, under free coinage, 
they would be legally entitled to receive only silver. The 
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result would be unparalleled business disaster while the 
new standard was being established, and after it was es- 
tablished it would be found much less satisfactory than 
the old because of silver's greater variableness in value 
'and the difficulties of trade with countries having the 
gold standard. 

SUGGESTED READING. 

In "Principles of Social Economics," Section IV., 
Chapter VI., Part II. This section discusses "The De- 
preciation of Money." 

In L,aughlin's "History of Bimetalism in the United 
States," Chapters II., VII., XIII. and XIV., on "The 
Silver Period, 1792-1834," "The Demonetization of Sil- 
ver," "Silver Legislation in 1878" and "The Present Sit- 
uation." 

In Giffen's "Case Against Bimetalism,'' Chapters I., 
II., VI. and IX., discussing, respectively, "The General 
Case Against Bimetalism," "Some Bimetallic Fallacies," 
"The Alleged Bimetalism of France, i8o3-'73" and "A 
Chapter on Standard Money." 

In Jevons' "Money and the Mechanism of Exchange, ' 
Chapter XII., on "The Battle of the Standards," and 
Chapter XXVI., on "The Quantity of Money Needed 
by a Nation." 

In White's "Money and Banking," Book II., Part I., 
on "The Gold Standard," and Chapters VIII., IX. and 
X., in Book I., Part II., discussing American experience 
with silver coinage. 

In "Sound Currency" (Reform Club Compendium), 
the sections on "Bimetalism in History" and "Bimetalism 
in France." 

For historical discussion of the monetary system of 
the United States, with special reference to monometal- 
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ism and bimetalism, reference is made to Watson's "His- 
tory of American Coinage" and Noyes' "Thirty Years of 
American Finance." In ttie latter book tlie chapters 
from Number VI. to the end of the volume are, perhaps, 
the more important. 

EXTRACT FROM READINGS. 

Why Free Silver Coinage Was Suspended. "The rea- 
sons that the standard silver dollar was not retained in 
this act were the same which caused it to be omitted 
from the act of 1853. It had not been in use for many 
years because there had been no demand for it, and as 
the bullion in it was worth three or four per cent, more 
than the bullion in a gold dollar, it was sold for bullion 
or exported, and thus kept from circulation. For these 
reasons the coinage of this piece was discontinued by 
the new act. 

"The act dropped the silver dollar and limited the coin- 
age of silver, except for trade dollars, to the pleasure 
of the government, and made the gold dollar the unit of 
value. This had practically been the condition of the 
country for a long time. Neither public sentiment nor 
business had demanded the coinage of silver dollars, while 
the amount of subsidiary coinage had not been large 
for many years, and gold had by common consent been 
the standard in this country since the act of 1853, if ^^^ 
since the act of 1834. The act of 1873 merely crystallized 
into law a condition which had been as strong as law for 
more than a quarter of a century. It is hardly creditable 
to the American people or the American congress to say 
that an act which legalized permanent public sentiment 
was a crime against civilization and broke down one-half 
the metallic money of our country. If the argument is 
to proceed on the theory that one-half the metallic money 
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of the United States was destroyed by the act of 1873, I 
answer that it had been destroyed from the beginning of 
the government ; or, more accurately speaking, one-half 
the metallic money of the country had never had any prac- 
tical circulation in the United States, for under the act 
of 1792 one kind of metallic money disappeared from cir- 
culation, and under the subsequent acts the other kind 
disappeared. Such was our financial situation when con- 
gress passed this act." — From Watson's "History of 
American Coinage," Chapter VIII. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. What is bimetalism? 

2. What is meant by the coinage ratio between gold and silver? 

3. What is the bimetalist theory of how the relative value of 

gold and silver is determined? 

4. On what grounds do bimetalists urge that sixteen to one 

is the natural and proper coinage ratio between gold and 
silver? 

5. Explain the bimetalist theory of how, under free coinage 

of both metals, the bullion value of each will remain 
the same as the coinage value, so that the coins will circu- 
late together and neither drive the other out. 

6. Mention some of the facts showing that the relative. value 

of gold and silver is not determined by the relative quan- 
tity of each produced. 

7. In what way is the value of gold and silver, whether in 

bullion or in coin, really determined? 

8. What has caused the decline in the value of silver in the 

last thirty years? 
g. What fact is overlooked in the bimetalist theory that under 
free coinage the bullion value of the two metals will be 
kept at the coinage value by the competition between the 
two coins? 

10. When is regular coinage supposed to have begun? What are 

supposed to have been some of the earliest ratios? 

11. Under what authority was early coinage carried on? Why 

was it possible under these conditions to maintain arbitra- 
rily any desired ratio between gold and silver? 
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12. When this element of authority was removed, by what forces 

did the ratio come to be governed? 

13. Between what points did the ratio between gold and silver 

range from the sixth to the fifteenth century? 

14. Give the ratio at three or four dates since the fifteenth cen- 

tury, showing how the value of silver as compared with 
gold has steadily declined. 
t5. What was the first coinage ratio established by the United 
States government? Why was this ratio selected? 

16. What effect did this ratio have upon gold coinage, and why? 

17. How was it sought to remedy this in 1834, and what was the 

effect? 

18. What change was made in regard to fractional silver coins, 

in l8S3, and with what efifect? 

19. What has been the real reason for every change that has been 

made in the coinage ratio? 
20 In what ways would free coinage of silve'r in this country 
drive gold out of circulation? 

21. Would free coinage establish bimetalism or would it give a 

single silver standard? 

22. After the change from the gold to the silver standard had 

been made, how would the value of the standard silver 
coin be determined? 

23. What would be some of the effects on business conditions, 

investments, savings, etc., of this change to the silver 
standard? 

24. After the silver standard was finally established, would it be 

superior or inferior to the previous gold standard, and 
in what ways? 



CHAPTER XVI. 

BANKING. 

66. Banks and Their Uses. Banks are institu- 
tions for the deposit and safe-keeping of money, and 
(which is more important) the extension of credit to busi- 
ness people throughout the community, making large 
numbers of transactions possible without the actual use 
of cash. This great economy is the principal service 
rendered by banks. 

Some capital is required to start a bank, just as it is to 
start any other business, to furnish the building and ap- 
paratus for conducting it and pay the first running ex- 
penses. By receiving the deposits of a large number of 
people, of whom only comparatively few draw out their 
money at any one time, a bank has a large amount of 
funds all the time on hand from which to accommodate 
the business community by temporary loans, mostly of 
short duration. For example, if a business man goes to 
a bank and ofTers real property of some acceptable kind 
as security and the bank loans him $10,000, he does not 
draw out the $10,000 then and there, but it is put to his 
credit on the books of the bank and he can give checks 
upon it in payment of his debts or in making purchases. 
At the same time that he is thus borrowing from the 
bank others are paying in what they had previously bor- 
rowed, or making new deposits, so that a balance is con- 
tinuously on hand. Banks are also usually permitted to 
issue their own notes, which circulate throughout the 
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community as money and so increase the convenient 
facilities for exchange. 

So large a part of the business of modern communities 
is now done by the aid of banking, through the drawing 
and exchanging of checks, that not more than 5 per 
cent., it is estimated, of the business is done by the actual 
use of cash. For illustration : A man draws a check on 
his bank account and hands it to a second party in pay- 
ment of a bill. The second party may deposit this check 
to his own credit in the same bank, so that no money has 
changed hands and none has left the bank, but the bill 
is paid. If he deposits it in some other bank, this latter 
bank does not necessarily send to the first bank to collect 
cash for the check. The first bank may have received 
checks on the second bank in the same way, and in such 
case the accounts of the two banks against each other, if 
they do not fully balance, will nearly do so, and the 
amount of cash that changes hands in the final settle- 
ment between the two may not be a hundredth part of 
the entire transaction. 

In this way banks are constantly receiving on deposit 
checks against other bailks, and in large cities "clearing- 
houses" have been established, where messengers from 
each bank meet every day and exchange these demands 
upon each other, and pay over in money only whatever 
balances may exist. For instance, bank A comes with 
checks amounting to $20,000 against bank B, and bank 
B comes with checks amounting to $19,000 against bank 
A. Instead of each paying the cash for these respective 
claims, they exchange $19,000 worth of checks, and bank 
B pays over in cash $t,ooo for the extra amount of 
checks bank A holds against it. All the money required 
to settle the whole transaction is $1,000. This is done to 
the extent of hundreds of millions of dollars every day in 
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the large centers, permitting an amount of business that 
would be utterly impossible if there were no banks and 
every dollar's worth of business had to be transacted by 
the exchange of actual cash. 

67. The Two Banks of the United States. The 
United States has had a great variety of experience in 
banking. Some of the early efforts were very crude and 
mostly futile. The first real bank in the United States 
was the Bank of North America, which was organized in 
Philadelphia by Thomas Paine and Robert Morris and 
chartered by congress December 31, 1781. It had a capi- 
tal of $400,000 and rendered great service in financing 
the latter stages of the revolutionary war, but did not 
command the full confidence of the people, and there- 
fore it did not continue long as a national bank. It soon 
obtained a charter from the state of Pennsylvania, and 
still exists, having become a national bank in 1863. 

The next serious effort at banking was the first Bank 
of the United States. It was the creation of Alexander 
Hamilton, who outlined the plan for it in his report of 
1790. On February 25, 1791, a law was passed granting 
the bank a charter for twenty years. The bank was emi- 
nently successful and paid a profit of 8 per cent, to its 
stockholders. Its capital stock was $10,000,000, of 
which the government held $2,000,000, which it sold 
at a profit of 57 per cent, (including the dividends) 
on its investment. Jefferson and his party were op- 
posed to the bank on principle, because they 
were opposed to anything of a centralized or na- 
tional character. On account of this opposition, when 
the bank's charter expired in 181 1 its renewal was de- 
feated by one vote. 

Upon the death of this first Bank of the United States, 
numerous state banks began to appear, first in New Eng- 
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land, then in other states, each issuing its own notes, and 
the whole currency system fell into disorder and disre- 
pute. During the war of 1812 with England these banks 
suspended the custom of redeeming their notes in coin, 
which caused the notes to depreciate greatly in value. 
The government was hard pressed and could not pay 
interest on its bonds, and relief was only obtained by 
chartering the second Bank of the United States on April 
10, 1816. 

Like its predecessor, this bank soon had a steadying 
effect on the currency. It commanded the confidence 
of the nation, and, though beginning business in the 
midst of financial panic (1817), in a short time, through 
its system of coin redemption and branch banks, it 
brought the currency of the whole country up to par. Its 
deposits rapidly increased, its notes were everywhere 
gladly accepted, and it became a prosperous financial in- 
stitution, paying profits to its stockholders and establish- 
ing financial stability in the nation. But Andrew Jack- 
son, like Thomas Jefferson, did not like the bank, and 
made a fierce political attack upon it. The bank was en- 
dorsed by congress and by the business men of the coun- 
try, but Jackson was determined to overthrow it and 
vetoed the bill for its renewal, on July 10, 1832. 

At a meeting of his cabinet in September of the follow- 
ing year (1833), Jackson announced his determination 
to remove the public money from the Bank of the United 
States and deposit it elsewhere. His secretary of the 
treasury, William J. Duane, declined to obey the presi- 
dent and stop depositing funds in the bank. He was at 
once removed and Roger B. Taney appointed in his place. 
Secretary Taney promptly obeyed the president and be- 
gan withdrawing public money from the Bank of the 
United States for government expenses and making all 
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new deposits in certain state banks, which were nick- 
named "pet banks." 

The bank had been chartered for twenty years, and, 
therefore, ceased to exist as the Bank of the United States 
in 1836. It obtained a charter in Pennsylvania, under 
which it operated until 1841, when it failed. This dis- 
ruption of the Bank of the United States was followed 
by financial chaos, resulting in the terrible panic of 1837. 

68. The Sub=Treasury System. Because of the 
insecurity of the state banks, the government soon ceased 
depositing money in them, and in 1840 established the 
"sub-treasury system." This, in principle, is exactly 
what Lincoln called it — the "miser's iron box." It locks 
up the money of the government in iron vaults built in 
huge granite buildings, for safekeeping until required for 
government purposes. No other civilized government 
has any financial system so nearly approaching the meth- 
ods of barbarism as the sub-treasury system of the United 
States. All other governments put the state revenues 
on deposit in some bank or banks, either owned by the 
government or by private individuals under government 
supervision. By this means the funds of the government 
are in circulation for the benefit of the community, like 
the funds of private individuals deposited in banks ; so 
that, if the government accumulates large amounts of 
money it does not reduce the circulation of the country. 
But under the sub-treasury system every dollar that is 
collected by the government contracts the currency, be- 
cause it is taken out of or prevented from entering the 
circulation as completely as if it were destroyed. This is 
one of the bad features of our present monetary system, 
which will some day have to be reformed. 

69. National Banking System. When the civil war 
broke out, in 1861, the country was in a demoralized 
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financial condition. The wrecking of the Bank of the 
United States had left only state banks and the sub-treas- 
ury system, which had no organized relation with or 
among each other. Hence the credit of the nation was 
very poor. The government was unable to borrow 
money abroad, and there were practically no united finan- 
cial sources from which to borrow at home. Not nearly 
enough could be borrowed from individual sources and 
separate banks, and therefore the government, in Feb- 
ruary 1862, was obliged to begin issuing legal-tender 
paper money — the "greenbacks." These were issued on 
the faith of the government, were not subject to coin re- 
demption, and therefore fluctuated in value according 
to the defeat or success of the union armies. 

In February, 1863, congress passed a national-bank 
act, under which banks could be organized and issue 
notes by purchasing government bonds and depositing 
the bonds with the government as security for the notes. 
They were allowed to issue notes to the amount of $90 
for every $100 worth of bonds deposited. One object of 
this was to enable the government to sell its bonds in 
order to furnish funds for the war. The banks did not 
take kindly to this, but to enforce its success the law pro- 
vided that a tax of 10 per cent, should be levied upon the 
note circulation of all banks which did not organize under 
the national banking system. This tax was so great that 
none of the state banks could afford to issue notes, and 
consequently only national-bank notes have been issued 
since the passage of the national banking act. 

This national banking system is anything but a perfect 
method of banking. It is rigid and expensive, as we shall 
see by comparing it with the systems of other countries. 
These crude features are the results of the conditions 
under which it was born, however, and in the emergency 
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of the civil war, with nothing but state banks and the 
sub-treasury system to rely upon, it served a useful pur- 
pose. 

SUGGESTED READING. 

In White's "Money and Banking," Book II., Part II., 
on "Banks." This contains both a discussion of the the- 
ory and practical working of banks as a part of the 
mechanism of exchange, and a history of banking ex- 
perience in the United States. 

In Conant's "History of Modern Banks of Issue," 
Chapters XIII. and XV., on "The Bank of the United 
States" and "The National Banking System." 

In Handy's "Banking Systems of the World," Chapters 
I. and II., on "Banking in the United States Before the 
National Bank Act" and "The American National Bank- 
ing System." 

In "Sound Currency" (Reform Club Compendium), 
the sections on "National and State Banks." 

EXTRACTS FROM READINGS. 

Banks and Note Issuing. "At common law, anybody 
may issue his promissory notes and put them in circula- 
tion as money if people are willing to take them. It was 
found in course of time that the exercise of this right was 
exposed to accident and liable to abuse, and that the state 
must interpose for the protection of society against 
knaves and fools. At first it was believed that such pro- 
tection could be secured by restricting the issue of cir- 
culating notes to a select number of persons of well- 
known character, generally, but not always, incorporated 
as a 1)ank. Thus the three bank charters granted in this 
country before the adoption of the federal constitution, 
which banks still exist (the Bank of North America, in 
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Philadelphia, the Bank of Massachusetts and the Bank 
of New York), contain no mention of circulating notes, 
since the right to issue them existed without legislative 
authorization." — From White's "Money and Banking," 
Chapter I., Book II. 

Our National Banking System. "The national banking 
system of the United States had its origin in the manage- 
ment of the finances during the civil war. The system 
was hardly in operation until the war was two-thirds over, 
but it offered a market for the public securities which 
contributed materially to raise their price in the depre- 
ciated paper with which the government discharged its 
obligations. The system afforded the country for some 
years a currency having the advantages of uniformity 
and security, and possessed in these respects a great ad- 
vantage over the bank currency of the different states 
which had before been in use. The national banking 
system, however, great as were its services in absorbing 
the evidences of the public debt, always lacked the essen- 
tial feature of a purely banking currency. The currency 
was without elasticity, in the sense of responsiveness to 
the demands of business, and the volume fluctuated only 
with the price of securities. The gradual reduction of 
the public debt has removed the basis for national bank- 
note circulation until it has become but a trifling factor 
in the currency system of the country, and a strong de- 
mand has arisen for the separation of the note issues 
from public securities." — From Conant's "History of 
Modern Banks of Issue," Chapter XV. 
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QUESTIONS FOR REVIEW OR DEBATE. 

1. What are the two principal functions of banks? Which is the 

more important? 

2. In what way does a banlc obtain funds to loan to business 

men? 

3. In what way are banks enabled to increase the money circu- 

lation of the community? 

4. About what proportion of the business of modern countries 

is done by the actual use of cash? How is the rest of the 
business transacted? 

5. Explain the process by which the use of checks may permit 

large business transactions without any exchange of 
money. 

6. What is a clearing-house? Explain how it enables banks to 

settle accounts with the use of very little money. 

7. State briefly the history of the first Bank of the United States, 

by whom it was originated, and what it achieved. 

8. How did the second Bank of the United States come into ex- 

istence, what did it accomplish, and in what way was it 
overthrown? 

9. Describe the sub-treasury system. How did it originate and 

what is its chief defect? 

10. How did our present banking system originate? 

11. What good purpose did it serve in its early days? 

12. How was the power of note-issuing practically restricted to 

national banks by the national-bank act? 

13. In what ways, chiefly, is our banking system defective? 



CHAPTER XVII. 

BANKING — Continued. 

70. The English Banking System. The banking 

system of England is different from that of any other 
country. It cannot be called a scientific system, yet it 
includes some of the most scientific features of banking. 
Like the English constitution, it is a gradual evolution, 
based on the slow accumulation of experience. That is to 
say, it has had no arbitrary breaks in it such as have oc- 
curred in the banking experience of this country. 

The English system has grown up around the Bank of 
England, which has e.asted a little over 200 years. It 
was organized in 1694, on a plan formulated by William 
Patterson, an obscure Scotchman. The immediate object 
of the bank was to provide a way of advancing a loan of 
£1,200,000 to the government, from the wealthy mer- 
chants of London. By the act incorporating the bank, 
this loan to the government, for which the bank received 
8 per cent., was its capital, against which it could issue 
paper currency. This loan was increased by 1696 to 
£2, 201,000, in 1710 to £5,560,000, and in 1816 to £14,- 
5S3.000. 

The bank had several severe experiences, being more 
than once compelled to suspend redeeming its notes in 
coin. In 1844 a new bank act was passed which perma- 
nently fixed the character and condition of the Bank of 
England and its relation to the banking system of the 
country. By this act the bank was divided into two de- 
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partments, a department of note issue and a department 
of banking. The first has exclusive control over the issue 
of paper money, the second over the receiving of de- 
posits and making of loans. On the passage of the new- 
act, securities to the value of £14,000,000, of which the 
debt owed by the government to the bank (£11,015,100) 
formed a part, were transferred to the note-issue depart- 
ment, and the bank was permitted to issue notes, to the 
amount of this £ 14,000,000, but all paper currency 
issued above that amount must be covered by coin 
actually in the bank. In other words, this £14,000,000, 
£11,015,100 of which was government debt, was the 
limit to which the bank was permitted to issue paper 
money unsecured by coin in the bank. 

At the time of the bank act of 1844 there were in Eng- 
land 207 private banks with a total note circulation of 
£5,153,417, and 72 joint-stock banks with a total note 
circulation of £3,478,230. The act of 1844 provided that 
the note circulation of the country banks should be 
limited to the average amount issued by those banks 
during the twelve weeks preceding the passage of the 
act. It further provided, however, that in case any of the 
country banks should go out of business or surrender 
their note circulation, the Bank of England should have 
the right to add to its circulation an equal amount, so 
that the country's currency should not be diminished by 
the decrease of small banks. Since 1844 about 180 pri- 
vate and joint-stock banks have ceased issuing notes; 
which has added £2,800,000 to the Bank of England's 
note circulation, making £ 16,800,000 of paper currency 
for which there is no gold security in the bank. 

It should be added, however, that for this exclusive 
privilege of issuing notes the bank pays the government 
an annual sum of £200,000, and on the other hand the 
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government pays the bank interest on the £11,015,100 
debt at the rate of 2f per cent. In other words, the bank 
receives 2% per cent, on the money advanced to the gov- 
ernment, and has the privilege of issuing notes to the 
amount of £16,800,000 by paying the government 
£200,000 a year. But, by virtue of the unquestioning 
faith of the English nation in the bank's stability, the 
bank act can be suspended at the suggestion of the chan- 
cellor of the exchequer, permitting the bank to enlarge 
its issue of notes to any needed amount. Thus, in 1866, 
when the failure of Overend, Gurney & Co., with liabil- 
ities of £18,727,915 occurred on May 10, precipitating 
the panic of "Black Friday," May 11, the bank act was 
suspended, permitting indefinite issue of notes (which, 
however, was not found necessary), and the panic sub- 
sided. Thus, by a peculiar arrangement growing out of 
custom rather than law, the feature of elasticity is supplied 
and the English banking system has both stability and 
flexibility, which makes it one of the most successful 
banking systems of the world. 

71. The French Banking System. The banking 
system of France, like its government, has gone through 
many changes, but at present it centers around the Bank 
of France. This was founded by Napoleon in 1800, as 
some think in imitation of the Bank of England. At first 
it was the only bank in Paris which had the right to issue 
bank notes. Local or departmental banks, as they were 
called, existed in other parts of the country. In 1848, on 
the overthrow of Louis Philippe, coin redemption of 
notes was suspended and the notes of departmental banks 
and of the Bank of France were made legal tender. In 
the case of departmental banks, the legal tender applied 
only to the department or district in which the local bank 
existed, while notes of the Bank of France were legal 
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tender throughout the country. This practically par- 
alyzed the circulation of the country banks, and within 
about a year the departmental banks were all merged 
into the Bank of France, whose note circulation was in- 
creased by the total amount of the circulation of the small 
banks. 

Since that time the Bank of France has had a monop- 
oly of the note-issuing power. Its notes are legal tender, 
but only so long as they are redeemed by the bank on 
demand in either gold-or silver coin, at the option of the 
bank. Its power of issuing notes, while very large, is 
not unlimited. In 1848 the limit was fixed at 350,000,000 
francs; in 1849, ^t 526,000,000; in 1870, at 1,800,000,000; 
in 1871, at 2,800,000,000; in 1872, at 3,200,000,000; in 
1884, at 3,500,000,000; in 1893, at 4,000,000,000, and it 
has since been raised to 5,000,000,000. While the bank is 
a private institution, it is under such strict government 
supervision as practically to create the impression among 
the people that it is a government institution. Despite 
the fact that France is a republic, the French people, by 
habit and tradition, are greatly influenced by the idea of 
governmental authority. The French government has 
changed several times during the century, but the bank 
has continued and has all the time seemed in the popular 
mind to be identified with the governing authority, under 
whatever form. This is largely what has given the Bank 
of France its great stability. 

72. German Banking System. In Germany the de- 
velopment of banking methods has come along similar 
lines to those in England and France. In some respects, 
however, the German system is better than either of the 
others. Before the Franco-Prussian war each of the 
German states or principalities had a banking system of 
its own. As a part of Bismarck's policy of national union, 
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an act was passed in 1875 creating the Geiiiian Imperial 
Bank, or, rather, practically making the Bank of Prussia 
into the German Imperial Bank. The Bank of Prussia 
had been established in 1765 and was a state institution. 

The German Imperial Bank is a private institution, 
but is managed by the government. That is to say, the 
ownership of all the stock is in private hands, but the 
methods of management of the old Prussian bank are 
practically retained. The control of the bank is vested 
in a council composed of the chancellor of the empire and 
four curators, one named by the emperor and three by 
the federal council. The chancellor or a substitute named 
by him is practically in charge of the administration of 
the bank. As an economic institution it is a private con- 
cern, the profits going to the stockholders, but the man- 
agement is exercised by the government. 

At the time of the creation of the Imperial Bank there 
were 32 provincial banks which had hitherto enjoyed the 
right to issue notes. The Imperial Bank was given the 
right to issue notes without coin security, based upon the 
assets of the bank, to the amount of 250,000,000 marks. 
The new law treated the country banks very much as 
did the law in France — forbade their right to circulate 
notes outside the local province in which they belonged, 
while the notes of the Imperial Bank circulated through- 
out the empire. It also provided, as did the Bank of Eng- 
land act (1844), that if any of the country banks declined 
to accept the conditions of the new law, or for any other 
reason ceased to issue notes, the Imperial Bank might 
add an equal amount to its paper circulation. About 20 
of the 32 provincial banks have since discontinued issu- 
ing notes, on account of which some 46,000,000 marks 
have been added to the note circulation of the Imperial 
Bank, making a total of about 296,000,000 marks. 
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Another feature of the Imperial Bank is that, in addi- 
tion to the unsecured note circulation, it is permitted to 
issue notes without any cash reserve by paying a tax of 5 
per cent, on the added circulation. This tax acts as a 
check, and of course prevents the bank from increasing 
its circulation except under pressure of great business 
need. This feature gives elasticity to the paper currency 
of Germany whenever emergencies may arise. The cash 
reserve of the bank, however, must always be at least 
one-third the total amount of note circulation, the other 
two-thirds being covered by short-time bills of exchange 
endorsed by solvent names. 

73. The Canadian Banking System. Banking in 
Canada is entirely a private affair, subject only to the 
conditions imposed by the banking laws of the dominion. 
In many respects the development of banking in Canada 
has followed the lines of the Scotch banking system, 
which has no superior in Europe. The Canadian bank 
law of 1890 provides that a bank must have a capital of at 
least $500,000, one-half of which must be paid to the min- 
ister of finance, which, after all the conditions of organiza- 
tion are complied with, is returned to the bank. Each 
bank must keep on deposit with the government cash 
equal to 5 per cent, of its average note circulation during 
the previous year, and these 5 per cent, deposits consti- 
tute a fund for the redemption of notes of failing banks. 
No deposit of bonds is required as in the United States. 
The banks have the right to issue paper notes equal to 
the full amount of their capital. These notes are secured 
by the capital of the bank, by its assets, and by the liabil- 
ity of stockholders to double the amount of their stock. 

The large capital required makes very small banks im- 
possible, but the Canadian law provides for a system of 
branch banks, with full power to issue notes and afford 
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accommodation to business. Thus small communities 
have extended to them the advantages of the banking 
facilities and safeguards of the great centers. By this 
means, both the capital and the credit of the large banks 
are extended to the remote regions of the dominion, so 
that out in Manitoba a business man can borrow money 
on nearly the same terms that it can be secured in Mon- 
treal ; vifhereas, in the United States the farmers of the 
South and West frequently have to pay two or three 
times as much interest as business men in the East. 

Security of the notes is obtained by the provision that 
no bank notes are legal tender. They must be sent for 
redemption to certain centers where each branch bank 
has to keep a balance from which its notes may be re- 
deemed. This causes the notes of each bank, falling into 
the hands of other banks, to be sent home for redemp- 
tion, exactly the same as individual checks are promptly 
sent for collection. In this way the solvency of every 
bank is tested every day, since the moment it fails to re- 
deem its notes in coin it has to stop business, and all its 
assets, including its capital, for which each stockholder 
is liable for double amount, are appropriated to redeem 
its notes. Moreover, all the capital of the branch banks 
and the central banks is behind every dollar of notes is- 
sued by any one branch. This gives the greatest secur- 
ity with the greatest freedom of banking facilities and 
business accommodation. There are less than forty 
banks in Canada, but they have an aggregate of about 
five hundred branches. 

By this method of having branch banks connected 
with great central institutions, instead of little isolated 
banks, Canadian bank notes are secured by eight to ten 
dollars for every dollar of notes issued throughout the 
country. Thus, through scientific organization, there 
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is eight to ten times as much security to note circulation 
m Canada as the bond-deposit method gives in the 
United States, and with greater freedom of expansion, 
less expense, greater accommodation to the community 
at much lower rates of interest, and, above all, with ap- 
proximately the same rates of interest to the remote 
farmers as is given to business men in the great financial 
centers. All in all, the Canadian is the most democratic, 
most scientific and probably the most smoothly working 
and useful banking system in the world. 

SUGGESTED READING. 

In Conant's "History of Modern Banks of Issue," 
Chapters IV., V. and XVI., on "First Century of the 
Bank of England," "Second Century of the Bank of 
England" and "The Canadian Banking System." 

In Handy's "Banking Systems of the World," Chap- 
ters III. to XIV., inclusive, describing the banking sys- 
tems of the principal European countries, Canada, Mex- 
ico, Central and South America, Australia, and, such 
as exist, in Asia and Africa. 

In "Sound Currency" (Reform Club Compendium), 
the sections on "Canadian Bank-Note Currency" and 
"Scotch Bank Currency." 

EXTRACT FROM READINGS. 

Merits of Canadian Banking System. "One of the im- 
portant benefits inherent in the Canadian bank-note cir- 
culation is its elasticity. This is not due affirmatively to 
recent legislation, but is due to the successful resistance 
of Canadian bankers to government propositions for a 
specially secured currency. The banks pay out the notes 
when business activity demands them, and the notes drift 
back for deposit and the settlement of discounts when 
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business activity slackens. The circulation thus varies 
nearly fifteen per cent, in the course of a year. . . . 

"The banking experience of Canada in recent years is 
a sufficient vindication against the charge that a banking 
currency leads to inflation. The volume of notes usually 
in circulation exceeds by only a small fraction 50 per 
cent, of the aggregate capital stock of the banks, although 
they are allowed to issue to the full amount of their cap- 
ital. Some of the banks have occasionally touched the 
maximum limit and the branches have been promptly 
notified by telegraph when the limit has been reached. 
A real demand for money from such banks is met by 
loans to them from banks which have not reached the 
limit. . . . 

"The eflfect of the Canadian system has been to make 
the rate at the most distant interior branch not more than 
I or 2 per cent, higher than to the best borrower in Mon- 
treal or Toronto, while in the United States rates range 
between 10 and 12 per cent, in the newer sections of the 
country, while money is a drug in the market m the great 
reserve cities. The effect of the comparative unity of 
Canadian banking without the evils of monopoly which 
sometimes accompany such unity, is to diminish failures 
and protect a bank against local losses by th€ profits in 
other localities. The management at the central office 
are able to keep a sufficiently close watch upon every 
branch to prevent reckless banking and bad manage- 
ment, but they are willing to conduct a branch in many 
cases at a rate of profit which would not justify the main- 
tenance of a separate bank or even of a branch bank 
without the power of note issue. The Canadian system, 
therefore, permits the extension of banking facilities 
more efficiently than the American system of small in- 
dependent banks, and the power to issue notes against 
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general assets affords a margin of profit and a diminished 
expense for cash reserve which would not be afforded 
by a specially secured note issue." — From Conant's 
"History of Modern Banks of Issue," Chapter XVI. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. In what year was the Bank of England organized, and what 

was its original object? 

2. What were the principal features of the English bank act of 

1844? 

3. What is the present limit of the Bank of England's unsecured 

note circulation? In what way has the limit prescribed by 
the law of 1844 been increased? 

4. In what way can the Bank of England ej^pand its note cir- 

culation in times of emergency? 

5. When and by whom was the Bank of France founded? 

6. In what way did the Bank of France acquire the sole right to 

issue notes in that country? What is the present limit of 
its note-issuing privilege? 

7. Under what conditions only are notes of the Bank of France 

legal tender? 

8. What peculiarity of the French people has greatly aided the 

stability of the Bank of France? 

9. How and when was the German Imperial Bank organized? 

How is the bank managed, and who owns the stock? 
ID. In what way has the German Bank increased its legal limit of 
unsecured note circulation beyond the 250,000,000 marks 
permitted in 1875? What is the present limit of such cir- 
culation? 

11. In what way may the German Imperial Bank increase its 

circulation in emergencies? What proportion of its total 
note circulation must be covered by cash reserve in the 
bank? 

12. Upon what European system of banking is the Canadian 

system chiefly modeled? Since what year have Canadian 
banks been organized under the present system? 

13. What is the minimum amount of capital required of a bank 

in Canada, and what proportion must be paid up at the 
outset? 
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14. In what way is the general fund for redeeming the notes 

of faiUng banks made up, under the Canadian system? 

15. What is the Hmit on the note circulation of Canadian banks, 

and how are these notes secured in case of failure of the 
bank? 

16. Mention some of the advantages of the branch-bank system 

in Canada, and state about how many branch banks there 
are, compared with the number of central banks. 

17. What effect has the Canadian banking system on interest 

rates in various parts of the dominion? Why is this? 

18. In what way are Canadian bank-notes constantly tested and 

kept at par? 

19. What is the approximate amount of security behind each 

dollar of bank notes in Canada, especially as compared 
with the security of bank notes in the United States? 

20. What may be said in general of the comparative merits of the 

Canadian banking system? 



CHAPTER XVIII. 

BANKING — Continued. 

74, Banking Reform. Since the close of the civil 
war in this country considerable progress has been made 
towards establishing a sound monetary system. In 1879 
the government resumed the redemption of greenbacks 
in gold ; they had been at a discount, but when they 
were made as good as gold by being exchangeable for 
gold at the United States treasury they at once rose to 
par. The large purchases of silver under the Sherman 
law of 1890 were stopped by repeal of that law in 1893. 
Free coinage of silver dollars at the ratio with gold of 
16 to I, which dollars, at the present (1901) price of silver, 
would contain only about 50 cents' worth of silver bul- 
lion, has been very definitely rejected by the people ; and, 
by the law of March 14, 1900, the gold dollar of 25 8-10 
grains, 9-10 fine, was formally declared to be the "stand- 
ard unit of value." This law also improved our national 
banking system somewhat by permitting banks to issue 
notes up to the full face value of the bonds deposited as 
security for such notes, instead of to only 90 per cent, of 
such value ; and permitting the organization of banks 
with only $25,000 capital instead of $50,000 as before. 
All this has been along the line of improvement, but thus 
far nothing has been done to give automatic elasticity to 
our bank-note currency, and this is an essential feature. 

75. The Need of Elastic Currency. Automatic 
elasticity, of course, means that the system be such that 
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the quantity of bank notes in circulation will diminish 
and increase according to the business requirements of 
the country. A system which will only expand and not 
contract is not elastic, it only permits inflation. This ele- 
ment of elasticity, by which the volume of paper money 
will contract as well as expand, is what makes the Cana- 
dian and Scotch banking systems superior to any others. 

As explained in the previous chapter, the Canadian 
system (which is much like the Scotch) acquires its safe 
automatic elasticity by the scientific method of having 
no legal-tender notes, but making all bank notes subject 
to daily coin redemption at designated redemption cen- 
ters. Instead of having a multitude of separate small 
banks, the banking facilities in rural communities are 
furnished by branch banks. In this way the great bulk 
of the banking capital of the whole country is so inte- 
grated and organized that it serves as security for the 
notes of all the banks, in the rural communities as well as 
the large centers. 

76. How to Reform the American System. In all 
the more essential respects, the United States is similar 
to Canada and radically different from England, France 
or Germany. A government bank with any such polit- 
ical control as exists in European countries is an im- 
possibility for this country, and it is well that it is so, 
since the same object can be accomplished better by 
strictly scientific methods. The two Banks of the United 
States had the elastic element and the branch-bank feat- 
ure, but they had a certain amount of government con- 
trol, and this political association wrecked them. Had 
the second Bank been free from politics, Andrew Jack- 
son could not have crushed it, nor would the motive for 
political contest have arisen. The Canadian banks have 
the good qualities of the old Banks of the United States, 
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the branch system, non-legal-tender currency and daily 
coin redemption of notes, and they are free from state 
management and political influence. 

The step in banking reform that remains to be taken 
in this country is to embody in our banking system the 
essence at least of these distinguishing features of the 
Canadian banks ; or, what is the same thing, readopt the 
principle and methods of the Banks of the United States 
minus the political element. This would require several 
important changes : 

First. The retirement of all government legal-tender 
paper money. Our present government notes are fixed 
in quantity and, therefore, non-elastic. If they are 
abundant enough to supply the needs of the country at 
the seasons of greatest borrowing, they furnish a surplus 
of unnecessary currency at the other seasons of less de- 
mand, and so stimulate risky speculation and undue in- 
dustrial inflation. There is another great disadvantage 
to these notes. In order to keep them at par the govern- 
ment must constantly redeem them in gold on demand, 
and then has to pay them right out again in meeting pub- 
lic expenses, so that private parties can again pre- 
sent them for gold and, by repeating this over 
and over, can practically force the government to 
borrow gold to supply the business needs of the 
community. Thus the government can be compelled to, 
pay interest on a debt incurred to furnish business men 
with monetary accommodation which they ought to sup- 
ply for themselves and bear the expense themselves. 
This process has come to be known as the "endless- 
chain" system. Between 1894 and 1896 more than 
$260,000,000 was borrowed by the government, partly 
on account of deficient public .revenues, but ver-y largely 
because these government notes were being constantly 
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used to draw gold out of the treasury. This kept reduc- 
ing the gold reserve below the customary limit, and gold 
had to be borrowed at interest to maintain the reserve. 

Moreover, if a scientific banking system should be 
adopted in this country the legal-tender government 
notes remaining in circulation would prevent daily coin 
redemption of bank notes at the banks, because, the gov- 
ernment notes being legal tender, banks could use them 
instead of com to redeem bank-notes, which would only 
be giving paper for paper. 

The retirement of government legal-tender notes might 
be accomplished by requiring the banks of the country 
to assume the responsibility of redeeming them on de- 
mand, giving the banks in exchange for this the privilege 
of issuing their own notes to the limit of their capital, as 
in Canada, without requiring them to deposit bond se- 
curity as at present. 

Second. In order to carry out this arrangement, it 
would of course be necessary to repeal the present bond- 
security law. An additional reason for this is the fact 
that if bank notes were still secured in this way they 
would almost never be sent in for redemption, and so the 
currency would remain as inelastic as at present, neither 
expanding nor contracting according to business needs. 
The ID per cent, tax on state bank circulation, which has 
practically prevented any development of banking in the 
South, could safely be repealed under this readjustment 
of our banking system. 

Third. Provision should be made for establishing 
branch banks throughout the rural sections of the coun- 
try, and, as a part of this, certain banks should be desig- 
nated as redemption agencies at convenient centers. 

These reforms in our banking system would abolish 
the "endless chain," remove the prohibitory lo per cent. 
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tax on state banks without incurring any danger of un- 
safe inflation, and make the whole banking system of the 
country one efficient, organized network of financial ac- 
commodation. It would practically place the entire capi- 
tal, deposits and other assets of the banks of the country 
behind the whole paper circulation, which would give 
from ten to fifteen dollars security for every bank note is- 
sued. This, of course, is many times greater security 
than the government now furnishes for its legal-tender 
notes, or "greenbacks." 

Under such a system, with proper safety-fund arrange- 
ments, the expansion and contraction of the currency 
would be automatically governed by the business needs 
of the nation, and the safety of the currency would be 
guaranteed by the constant coin redemption of every 
bank's notes. Last, but not least, comprehensive reform 
on these lines would remove the abnormal differences in 
the rates of interest in different sections of the country, 
which is one of the greatest hardships under our pres- 
ent banking system, especially to the farmers of the South 
and West. 

SUGGESTED READING. 

In Conant's "History of Modern Banks of Issue," 
Chapter XXIIL, on "The Advantages of a Banking 
Currency." 

In Jevons' "Money and the Mechanism of Exchange," 
Chapter XXL, on "The Clearing-House System." 

EXTRACT FROM READINGS. 

Advantages of Bank-Note Currency. "Currency should 
be the hand-maid of commerce rather than the instru- 
ment of public power. A government paper currency 
has rarely been issued to promote the convenience of 
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commerce and has seldom contributed to that end. The 
success and convenience of paper credit in balancing 
business transactions has led in many minds to a false 
analogy between the evidences of such credit and 
stamped pieces of paper, issued by governments in dis- 
charge of public obligations. Governments have even 
gone further and claimed that the power to issue paper 
pledges for general circulation, payable to bearer on de- 
mand, was an attribute of sovereignty and could not be 
lawfully assumed by a citizen or a corporation. But this 
is not the true theory of currency. Experience, as well 
as theory, has proved that government paper money is 
essentially different in character from banking paper and 
opens a Pandora's box of evil for every nation which 
issues it. 

"The difference between government paper currency 
and bank notes is not one of experience or accident mere- 
ly ; it is a difference which is fundamental. Banking in- 
stitutions are subject to the law; the state is the power 
which makes the law. Bank paper is based upon busi- 
ness transactions and is limited by their demands; gov- 
ernment paper is based upon the will of the state and is 
limited only by its necessities. The almost invariable 
rule of government paper issues is that one begets an- 
other, until ihe entire volume exceeds the legitimate de- 
mands of business, upsets values and goes beyond the 
reach of restoration to the metallic standard. A gov- 
ernment is not only not under [any] restraint of law when 
tempted to pass the limits of safety in its paper issues, 
but there are no natural and automatic limits fixed by the 
conditions of the note issues, as in the case of banks. A 
banking currency, when not disturbed by the public au- 
thority, except to enforce uniformity, safety and convert- 
ibility with coin, is automatically responsive to the de- 
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mands of business. When business is active such a cur- 
rency is expansive in proportion to its needs ; when busi- 
ness slackens the notes return to their issuers for re- 
demption, the volume of paper money is reduced and 
the parity of coin and paper is constantly maintained." — 
From Conant's "History of Modern Banks of Issue," 
Chapter XXIII. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. Mention some of the steps of progress in monetary and bank- 

ing reform that have been taken in this country in the last 
thirty years. 

2. What were the principal features of the banking and currency 

law of March, 1900? 

3. What is meant by automatic elasticity in a banking system? 

4. Why are the essential features of the Canadian banking sys- 

tem better suited than any of the European systems for 
adoption in the United States? 

5. Why would it be necessary to retire the present government 

legal-tender notes, or "greenbacks," in order to establish 
a sound banking system? 

6. What is meant by the "endless-chain" system? Explain how 

this has operated and can operate to drain the public treas- 
ury of gold coin. 

7. How could the government legal-tender notes be retired 

without expense to the government or contraction of the 
country's currency? 

8. Why could we safely repeal the present bond-security law and 

the tax on state banks if a scientific banking system like 
the Canadian were adopted? 

9. Mention some of the chief advantages that would be secux-ed 

by adopting such a system, including the branch-bank 
feature. 
10. How would the security of bank-notes under a scientific 
banking system compare with that under our present 
system? 



CHAPTER XIX. 

THE STATE AND CAPITAL. 

77. Corporations and the Public. Practically all 
the more important forms of capitalist production to-day 
are carried on by corporations. Although corporations 
are not peculiar to the United States, they are more 
prevalent here than anywhere else, for the reason that 
ours is comparatively a new country. Industrial prog- 
ress has Been so extraordinary as to require more capital 
than individual business enterprises could command. 
The corporation method brings together the savings and 
profits of great numbers of individuals in large and small 
sums, and, through the sale of stock abroad, secures for- 
eign capital in addition, thus making very large concerns 
possible and furnishing opportunities of investment for 
people of relatively small means. Corporations in this 
country have increased in size as well as multiplied in 
number, until some of the largest concerns now have 
hundreds of millions of capital invested and extend their 
sales into all parts of the country. 

The true relation of the government to these corpora- 
tions is similar to its relation to the citizen. It should 
secure to them the opportunity to perform their most 
economic and useful function and prevent them from in- 
juring other people. The state legally creates the cor- 
poration by granting it a charter, and it is the duty of the 
state to protect what it thus brings into existence, so long 
as the corporation continues to perform the legitimate 
economic functions for which it was established. 

164 



THE STATE AND CAPITAL 165 

One of these functions relates to the stockholders of 
the corporation, the other to the public. The object of 
the corporation is to secure profits for the owners of the 
capital invested, but the object of the public in granting 
the charter is that the corporation should render bene- 
ficial service. Its service to the stockholders is profits, 
its service to the public is better or cheaper goods or ac- 
commodation. Whenever a corporation, which exists 
only by permission of the public through the govern- 
ment, seeks to secure profits by arbitrarily increasing the 
price of its products or deteriorating their quality, or in 
any other way acting contrary to the proper interests of 
the community, it becomes a public enemy and should 
forfeit its right to state protection. The interests of the 
public should never be made subservient to the interests 
of corporations. Capital is simply an economic tool, and 
its protection and encouragement are justified only in 
so far as it serves the public better than any other means 
for accomplishing the same purpose. 

78. Corporations and Individuals. With the steady 
growth in number and size of corporations, individual 
enterprises become relatively fewer and less significant. 
A large and increasing number of enterprises which, 
fifty years ago, were conducted by individuals or firms, 
have passed entirely over to the domain of corporations. 
This transition has taken place because the corporations, 
by means of their large capital and wide relation with the 
world's commerce, have been able to do the work either 
better or more cheaply, and in many instances both, than 
individuals. It is not that the individual cannot do the 
same work or do it as well now as fifty years ago, but 
rather that the corporations can do it cheaper or better, 
or both, than the individual did then or can do now. By 
very many people this fact is frequently regarded with 
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apprehension, and even alarm. They think they see in 
it the subordination of the individual to the corporation, 
and this to their minds means the decay of the independ- 
ence and character of the American citizen. Although 
at first sight this is a plausible and seemingly logical 
conclusion, it is not sustained by history. 

To assume, as very many do, that the individual la- 
borer who works for himself is superior in individuality 
and citizenship to the man who is employed by another 
is in the great majority of cases an error. The opposite 
is more frequently true. The intelligence, independence 
and character of the people does not depend upon 
whether or not they work for themselves, but chiefly 
upon whether their incomes, leisure and opportunities, 
outside the time devoted to making a living, are sufficient 
to enable them to live broad, many-sided lives, and bring 
them in touch with the world's great refining, educating, 
stimulating and developing influences. It is a fact of 
experience that under a state of industrial civilization 
where most of the people carry on small, individual en- 
terprises, the incomes are relatively small, the labor hard 
and the leisure limited, the methods crude and the ex- 
pense of production high in proportion to the results. 
Under such conditions, the social life is simple and 
usually monotonous, and the political importance of the 
citizen in public aflfairs and control of the government is 
relatively meager. The reason for this is that the pro- 
ductive methods are necessarily so slow and laborious 
that the individual is obliged to devote his whole energies 
to procuring a living, and therefore has little incentive 
or opportunity for the other and broader and more refin- 
ing sides of life. 

But, under the corporate method of production, which, 
by the use of scientific processes and large plants, yields 
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SO much more wealth with relatively less per capita effort, 
the great mass of the working community gain in many 
ways. They gain as consumers by getting products at 
lower prices, and they gain as workers by having more 
permanent occupation, more definite income, and relief 
from wearing responsibility and care in matters which 
contribute practically nothing to the higher and finer as- 
pects of character development. More than this, where 
industry is carried on by large groups of people working 
in factories under uniform conditions, the government 
can step in to establish a shorter working day, better san- 
itary conditions and more definite protection to personal 
rights, as it is nearly impossible to do with small, isolated 
industries. The difficulty of restraining the sweatshop 
evil, which is a problem of smah, hand-labor industry 
conducted in individual homes, illustrates the difference 
between individual and corporate production in this re- 
spect. 

Still further, the opportunities for young men, which 
it is often declared are disappearing, are in reality in- 
creased by the rhultitude of new industries and new occu- 
pations which the economy of machinery and corpora- 
tions makes possible. The great corporations are con- 
stantly in demand of persons of ingenuity and special 
ability. In the country towns, where this type of indus- 
try has not appeared, the opportunities are nearly zero, 
and hence the more enterprising and energetic young 
men migrate to the cities, where corporations are the 
rule and where the greatest amount and variety of op- 
portunity for individual advancement exists. 

79. The "Trusts." So-called "trusts" are simply 
large corporations. A few years ago there was a peculiar 
kind of "trust" organization, by which a ;committee 
would take control of the affairs of a group of distinct 
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establishments and manage them "in trust," practically 
as one concern, although each company retained its sep- 
arate legal existence. It was in this way that the term 
"trust," as connected with large corporations, came into 
use. This form of organization has now practically dis- 
appeared, and the "trusts" have reorganized as ordinary 
stock corporations, differing from small companies only 
in the matter of size. 

The duty of the state towards these large corporations 
is just the same as towards the small ; namely, to pro- 
tect them in their charter rights so long as they fulfill 
their proper and legitimate economic functions and pre- 
vent them from inflicting injury on the public. 

80. Public Regulation of Corporations. A corpo- 
ration, like an individual, has an economic and moral 
right to secure legitimate competitive supremacy if it 
can and to have the reward of that supremacy. To de- 
prive the superior competitor of the reward for his su- 
periority is to destroy competition and progress. But 
there is such a thing as unfair competition, and here the 
duty of the state again comes in. Corporations may be- 
come very large in the strictly proper development of 
their productive efficiency, but there is no reason why 
they should have unjust special privileges or be per- 
mitted to use unfair methods of competition. For ex- 
ample, large corporations, in order to drive small com- 
petitors out of the field, will sometimes reduce the price 
of their product in the immediate neighborhood of the 
competitor, below cost, sufifering a direct loss in order to 
drive the competitor out of the field, and when this is 
accomplished will put the price up again, perhaps even 
higher in that locality than it was before. This is not fair 
or legitimate competition. It is immoral as well as un- 
economic, and should not be permitted if there is any 
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legal way of preventing it. Large concerns should be 
restrained from driving small competitors from the field 
by such methods. This is a difficult problem to reach by 
legislation, yet it might possibly be successfully provided 
that every concern selling goods in different parts of the 
country must sell them at a uniform price for the same 
quantity and quality, allowing only for the greater cost 
of shipping to distant points. For instance, a corpora- 
tion should not be permitted to sell its goods in a par- 
ticular town at prices materially lower than it charges in 
other towns in that vicinity, for the sake of destroying a 
small competitor. Any exceptional lowering of prices in 
a given community, disproportionate to the price asked 
by the same concern at other points of similar cost of 
shipment, is an uneconomic attempt to destroy competi- 
tion and is against the public weal. Such attempt'' should 
be treated as offences punishable by law. 

Discrimination in favor of large shippers, in th^; matter 
of freight charges by railroads, is another form of unfair- 
ness. Of course, if large corporations can have a per- 
manent advantage over smaller concerns in the freight 
rates on their goods, they are thereby enabled to control 
the market, not by their economic superiority but by 
unfair discrimination in their favor. Clearly, it should 
be effectively provided by law that all railroads and com- 
mon carriers must transport the goods of large and small 
producers at the same rates for the same quantities. That 
is to' say, carload rates should be the same for all who 
ship in carload lots, whether a large corporation or an 
individual or firm. In order to guarantee this, every 
railroad company should be required to make regular de- 
tailed reports and be subject to official examination so far 
as concerns its rate charges. Every shipper should have 
the right to know the exact rates paid by all competing 
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shippers, in order that he may be able to protect himself 
from unfair discrimination. 

There is plenty of room for wise and wholesome regu- 
lation of corporation methods, and these are the lines 
along which public efifort should be directed, instead of 
making war on the whole movement of capitalistic or- 
ganization, which is the great characteristic feature of 
modern industrial progress. 

SUGGESTED READING. 

In "Principles of Social Economics," Chapter VI., 
Part IV., on "Combination of Capital." 

In Gunton's "Trusts and the Public," Chapters I., II., 
XIV. and XVII., on 'The Economic and Social Aspects 
of Trusts," "The Economic Errors of Trusts," "Powers 
and Perils of the New Trusts" and "From the Public 
Point of View." 

In Hobson's "Evolution of Modern Capitalism," 
Chapters V. and VI., on "The Formation of Monopolies 
in Capital" and "Economic Powers of the Trust." These 
chapters represent a point of view strongly antagonistic 
to large capitalistic organization. 

In Hadley's "Economics," Chapter VI., on "Combina- 
tion of Capital." 

In the official report of the "Chicago Conference on 
Trusts," the addresses of Professor Henry C. Adams, of 
the University of Michigan ; Professor John Bates Clark, 
of Columbia University ; Mr. Henry White, general sec- 
retary of the United Garment Workers of America ; Pro- 
fessor Jeremiah W. Jenks, of Cornell University, and 
Mr. M. M. Garland, ex-president of the Amalgamated 
Association of Iron and Steel Workers. 

In Hadley's "Railroad Transportation : Its History 
and Its Laws," Chapters VII. and XIII., on "Railroad 
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Legislation in the United States" and "Results of State 
Railroad Management." 

In Bulletin No. 29 of the United States Department 
of Labor (July, 1900), the report on "Trusts and Indus- 
trial Combinations," by Jeremiah W. Jenks. 

For the point of view of a foreigner on American in- 
dustrial organization, reference is made to von Halle's 
"Trusts or Industrial Combinations and Coalitions in 
the United States." 

EXTRACTS FROM READINGS. 

Potential Competition. "In the lucid intervals in which 
they tell the truth to the people, managers of trusts say 
that they cannot greatly raise prices without bringing 
new competitors into the field. As has been said, the 
foundation of a combination is liable to 'build mills,' and 
so to defeat the purpose for which the combination is 
formed. To keep the new mills from coming into ex- 
istence a wise policy keeps prices at a moderate level. 
Within limits it is safe to raise them, but beyond such 
•limits it is not safe. The competitor who is not now in 
the field, but who will enter it at once if prices are unduly 
raised, is the protector of the purchasing public against 
extortion. He is also the protector of the workmen, for 
the fact that he will begin his operations if too many of 
the old mills are closed prevents the closing of them. In 
technical phrase, it is potential competition that is the 
power that holds trusts in check. The competition that 
is now latent, but is ready to spring into activity if very 
high prices are exacted, is even now efficient in prevent- 
ing high prices. It is to be the permanent policy of wise 
and successful peoples to utilize this natural economic 
force for all that it is worth." — From address of John 
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Bates Clark in official report of the "Chicago Conference 
on Trusts." 

Conditions of Successful Concentration. "Among those 
trusts and other combinations that have had apparently 
a complete monopoly, a large number have made con- 
spicuous failures, simply because they thought of high 
prices rather than large sales, and did not see that such 
a policy was suicidal. Perhaps the most striking illus- 
tration of this truth is furnished by the history of the 
French copper syndicate of 1888. By a series of brilliant 
financial operations, this syndicate obtained control of 
the copper product of all the best mines of the world. It 
attempted to raise the price of copper from 9 cents a 
pound to 16 cents. Everything was apparently favor- 
able to the success of these operations. Copper was a 
necessity for use in the arts ; the sources of supply where 
copper could be produced cheaply were few in number, 
and the syndicate had exclusive contracts with them all. 
The demand for copper was constantly tending to in- 
crease, owing to the new uses of electricity. The syndi- 
cate itself had very large capital and was supported by 
many of the strongest financial houses of Europe. Yet, 
with all these things in its favor, it failed disastrously, 
because the consumption of copper at the advanced prices 
shrunk to such a degree that all the calculations of the 
syndicate were deranged and its financial resources put 
to a strain which they could not stand. Even the strong- 
est of monopolies must make its price low enough to 
cause the public to buy its goods or services to a suffi- 
cient extent to utilize its capital, and this price will usu- 
ally be found to be nearly the same as that which would 
have been fixed by free competition. 

"If a large industrial combination uses the advantage 
given by concentration of capital to render labor more 
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efficient and obtain a good profit at low rates, it has ex- 
cellent chances of success. But if it makes such economy 
of labor a pretext instead of an object, and uses its 
monopoly to put prices up, the danger of failure is wholly 
disproportionate to the chances of success. Such a pol- 
icy may succeed for a few years, but sooner or later it 
seems bound to ruin those who adopt it." — From Had- 
ley's "Economics," Chapter VI. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. What is a corporation? Why have corporations come to be 

the predominating instruments of carrying on production 
in this country? 

2. In what way does the corporation make possible greater 

effectiveness in production while offering larger opportu- 
nities for small investors? 

3. What is the true relation of the government to corporations? 

4. Under what conditions ought a corporation to forfeit its 

charter privilege to carry on business and its right of pro- 
tection by the state? 
S- What fear is felt by many peopl-e regarding the effect of cor- 
porations on individual independence and character? Is 
this fear sustained by experience? 

6. What circumstances connected with the citizen's industrial 

life really determine the extent of his intelHgence, inde- 
pendence and individual character? 

7. What is true of the general quality and civilization of the 

people under conditions of small individual industries and 
hand-labor production? Explain the reason for this. 

8. Mention some of the ways in which the great majority of the 

people gain through the corporate method of production. 

9. In what ways can the state interfere for the improvement of 

the citizen's working and living conditions under the capi- 
talistic system of production, but which are not feasible 
where small, isolated industries prevail? 

10. What may be said of the opportunities for young men under 

■ the era of corporations? 

11. What is meant by "trusts"? How did this terra arise? 
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12. Into what form have the so-called "trusts" now been con- 

verted? Is there any essential difference between these 
concerns and small corporations other than the difference 
in size? 

13. What degree of freedom should the public grant to corpora- 

tions and protect them in exercising? 

14. In what way do corporations sometimes try to drive out 

smaller competitors by unfair means? How ought the 
public to deal with such offenses? 

15. In what way do railroads sometimes become the instruments 

of unfair competition between large and small producers? 
How ought the public to interfere in such cases? 

16. What ought to be the general attitude of the public towards 

specific corporation abuses on the one hand and the gen- 
eral movement of capitalistic organization on the other? 



CHAPTER XX. 

THE STATE AND LABOR. 

81. Labor Is Not Like Capital. As pointed out 
in the last chapter, capital is only an instrument in pro- 
duction. The government, representing the public, has 
no interest in capital except as it is employed to the ad- 
vantage of the community. But labor is not a mere 
economic tool like capital. Besides being the great 
human factor in all productive efforts, it constitutes the 
citizenship of the nation. The great majority of the 
working population are wage and salary earners, and 
consequently their condition in life largely determines 
the quality of citizenship and civilization of the country. 

The state, therefore, has a postitive interest in promot- 
ing the welfare of labor. When machinery becomes worn 
out or otherwise inefificient, it may without the least com- 
punction be thrown to the junk-heap, but not so with 
labor. Any deterioration in the character and quality of 
laborers is a deterioration in the civilization of the com- 
munity. Improvement in the quality and methods of 
capital may safely be left to the self-interest of the capi- 
talists, since they alone will pay the penalty for waste 
and neglect, but this is not true of labor. Laborers often 
neglect their own economic and social conditions and 
sufifer deterioration in consequence, but when this occurs 
they themselves pay only a portion of the penalty. The 
results are visited upon the whole community, in lower- 
ing its moral as well as economic standards. From the 
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point of view of tlie broadest statesmanship, therefore, 
the state has something more than a merely protective 
interest in labor; it has an active, educational, oppor- 
tunity-creating interest. The state is the guardian of the 
nation's civilization, and therefore it properly may and 
should furnish incentives and encouragements to the 
economic, social and political development of the wage- 
workers, not because they are wage-workers but be- 
cause they constitute the bulk of the community. In 
doing this the state is but doing for itself. 

82. Proper Relation of the State to Labor. In 
order to be really helpful, the action of the state towards 
labor must be based upon sound principles, determined 
by the laws of economic and social progress. It cannot 
permanently help the laborers by doing for them, but 
only by furnishing opportunities and incentives for them 
to do for themselves. For example, while it is all-import- 
ant to the progress of society that wages mount up as 
rapidly as possible, it is entirely beyond the power of the 
state to fix wages arbitrarily by law, because wages are 
determined by economic and social forces and can only 
be affected through these forces. Wages can no more 
be determined by law than can prices ; but the forces, in- 
dividual, social and political, which operate to determine 
wages may be greatly influenced by the state's action. 
As explained elsewhere,* wages are the measure of the 
laborers' welfare and key to their social status. Though 
affected by a multitude of forces, they are ultimately de- 
termined by the cost or expense of living, as necessitated 
by the customary social and domestic standards in each 
different group or community of workers. 

These standards are the outcome or resultant of the 



*See "Outlines of Social Economics," Chapter XII. 
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various influences which operate on the laborers' lives and 
determine the character and extent of their personal and 
social wants ; as, for instance, whether they will be con- 
tent to live in a two-room cabin and make physical 
drudges of their wives and neglect the education of their 
children, or whether they will insist upon having a five- or 
six-room house, with some modern appointments, educa- 
tional opportunities for their children, and some kind of 
social and political recognition for themselves. If the 
general environment and influences surrounding them are 
such that they will be content with the two-room-hut 
mode of hfe, then they will require and demand only very 
small wages ; but where a more expensive standard of 
living is required, and stimulated by the general environ- 
ment, the higher wages to maintain this standard become 
an economic necessity. They become as necessary a part 
of the cost of production as are the low wages under dif- 
ferent conditions. 

It is only by operating on the social and educational 
environment, opportunities for employment, and general 
influences surrounding the wage-workers, that the state 
can really promote the rise of wages. 

83. Factory Legislation. One of the ways in which 
the state can act and has acted, in accordance with this 
principle, is in regulating the conditions and hours of 
labor in factories. Happily, such legislation is now rec- 
ognized as beneficent and wise in practically every Chris- 
tian country. Factory reform began in England nearly 
a century ago, and has extended to almost every 
European country, as well as to the larger part of the 
United States. This regulation by law of the hours of 
labor and sanitary conditions of factories and workshops 
is sometimes objected to by well-meaning people as "pa- 
ternal," coddling interference, but this is a mistake. To 
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restrict the hours of labor, establish compulsory educa- 
tion for working children, protect the lives and limbs of 
operatives from dangerous machinery, provide fire-es- 
capes and wholesome sanitary conditions, and compel de- 
cent personal treatment of the workers, is not paternal- 
ism, it is simply protection, which, as we have seen in an 
earlier chapter, is very different. It is simply furnishing 
opportunity. Shortening the working day gives the work- 
ers opportunity for broader and more varied social inter- 
course, study and recreation, which tend to cultivate the 
tastes, broaden the views, sharpen the intellect and stim- 
ulate the energy and independence of the individual. 

These forces silently and subtly, but irresistibly, oper- 
ate towards higher and higher standards of living, result- 
ing in demands for higher and higher wage levels. The 
formation of these demands and adjustment of them with 
the employers should be undertaken and carried through 
by the laborers themselves, through their organizations, 
and their readiness and ability to do this is the best test 
of their real capacity to make wise use of larger incomes. 
The state may and should furnish educational and stimu- 
lating opportunities for the laborers to broaden and raise 
their standard of living, but should leave them to adjust 
for themselves the wage demands naturally arising there- 
from. 

84. Labor Insurance. The growth of the capitalist 
and wages system of production has practically separated 
laborers from their employers, so far as personal relations 
are concerned, destroying the paternal responsibility of 
"master" for "servant" which existed down to the middle 
of the eighteenth century. The result is that, while the 
laborer can now have something to say about the price 
of his labor and even strike to increase his wages and 
otherwise better his conditions, when out of work for 
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whatever reason, old age or sickness or lack of ability, 
his income is cut off- and nobody seems in the least re- 
sponsible for his condition. He becomes an object of 
charity, and the government, if it takes charge of him 
at all, sends him to an almshouse. Under the factory 
system the very growth of machine methods makes this 
dislocation from employment an increased hardship, for 
old men especially. When they pass a certain age, say 
fifty-five to sixty-five, they cease to be as alert and effi- 
cient as younger men. When a machine loses its effi- 
ciency it is reduced to old iron and a new one is put in 
its place, and when a laborer becomes inefficient he is 
usually discharged to make room for some one more 
vigorous, but the laborer cannot be reduced to old iron 
like a machine. He becomes an enforced idler, reduced 
to pauperism or a condition closely verging upon it. 

This is a great defect in our present industrial system. 
The discharge of old men is not the result of mere heart- 
lessness, but is very largely prompted by the economic 
necessity of the case. A capitalist can no more afford to 
employ inferior or worn-out labor than he can use worn- 
out machinery. If he lets his sympathy operate to the 
extent of never discharging anybody for old age, he is 
seriously handicapped and perhaps forced out of the 
field entirely, throwing all of his employees, old and 
young, out of employment. In reality, there are not more 
than about forty or fifty years of productive efficiency in 
the average man who attains to any considerable age. 
These years of work should, under proper economic con- 
ditions, support him all his natural life. 

During his working years his earnings should be so 
arranged as to provide for the remaining period. The 
period of non-employment, after he has reached sixty 
or sixty-five and lost his capacity for good work, should 
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be bridged over by some automatic feature introduced 
into tlie regular distribution of wealth throughout the 
community. This can be furnished only by applying the 
principle of insurance, so that a part of the wealth the 
laborer produces during his active years is set aside for 
his support when the time comes that it no longer pays 
to employ him. 

It may be said that ample opportunties already exist 
for those who desire to insure, but this does not meet the 
case. The great majority of laborers cannot and, be- 
cause of the necessary self-denial and lack of incentive, 
will not carry individual insurance. To reach the labor- 
ers the insurance must be general ; that is, national at 
least, and compulsory. The only effective way to accom- 
plish this ii to provide that the employers shall regularly 
pay in an amount equal to a certain percentage on their 
employees' wages to a national incurance fund, which can 
be drawn upon when the insurance becomes due. It has 
been estimated by competent insurance actuaries that 
payments equal to one per cent, of the wages, beginning 
when the laborer commences work and continuing until 
he ceases, at sixty or sixty-five years of age, would cre- 
ate a sufficient fund to furnish him an income equal to 
two-thirds of his former wages as long as he might live. 
This, of course, is based on the theory of averages ; the ex- 
cess amount drawn by very old men being offset by the 
balances left by those who died earlier. There would be 
no injustice in this, since the fund would be made up, not 
out of the laborer's wages while he worked, but by the 
employers, in addition to the wages, and solely to prevent 
old-age pauperism. The government would act merelv 
as the custodian of such a fund, and the post-office might 
perhaps be the medium through which the payments 
were made. 
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This would not be a burden upon the capitalists; it 
would simply be equal to a one per cent. universal increase 
of wages, affecting every employer alike, no matter what 
his industry nor how many or how few laborers he em- 
ployed. His competitive relation to all other employers 
would be the same as before, and therefore his profits 
would not be affected. The insurance would become an 
item in the cost of production, the same for all; but its 
smallness and uniformity would make it entirely imper- 
ceptible to those who paid it, after the system was once 
under way. 

This universal extension of insurance to the laborers 
would supply the missing link in the wages system 
by making the income of industrious workers continuous 
from the time of entering the workshop until death. 
Change of employment would not affect the regular con- 
tinuation of a man's insurance credit under his new em- 
ployer ; this would be simply a matter of official record- 
keeping and proper identification of the man. 

Extensions of such a system are possible, to provide 
for insurance against accidents and sickness during the 
laborer's working years. Germany has an elaborate sys- 
tem of labor insurance, providing against old age, acci- 
dents and sickness, and thus far it has proved a success, 
although some of its semi-paternal features could not 
well be transferred to a country like the United States. 
There is no reason, however, why a system organized 
along the general lines above suggested should not oper- 
ate successfully in any civilized country, however indi- 
vidualistic its people or democratic its government. 

SUGGESTED READING. 

In Gunton's "Wealth and Progress," the Introduction 
and Chapters III. to IX., inclusive, in Part III., on the 
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economic effect, the feasibility, the historical justification 
and the present necessity of legislation for shorter hours 
of labor. 

In Brentano's "Relation of Labor to the Law of To- 
day," Chapters X. and XL, of Book I., discussing the 
factory system in England, and the early laws against 
trade unions. 

In Cooke-Taylor's "The Factory System and the Fac- 
tory Acts," Chapters III. to VI., inclusive, tracing the 
history of factory legislation in England. 

On the subject of shorter hours of labor and labor in- 
surance, reference is made to Rae's "Eight Hours for 
Work," and the Fourth Special Report of the United 
States Department of Labor, on "Compulsory Insurance 
in Germany and Other Countries in Europe." 

EXTRACTS FROM READINGS. 

Economic Justification for Shorter Hours of Labor. "The 
increased consumption of wealth accompanying a gen- 
eral rise of real wages tends to promote the use of im- 
proved machinery — or a greater concentration of capital 
in production, and in that way therefore cheapens the 
cost — which always tends to reduce prices, and is the 
same as a still further increase of real wages. The larger 
the market the lower the price, is one of the best-estab- 
lished principles in political economy, as well as one of 
the best-attested facts in economic history. The success- 
ful use of improved machinery, which is the only means 
of permanently reducing the cost of production and low- 
ering prices, is possible only with the use of large capitals 
and extensive production. It is equally true that the use 
of large capitals and extensive production is compatible 
only with a large aggregate consumption of wealth, which 
nothing but a high standard of living can sustain. 
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"Obviously, therefore, whatever tends to increase the 
aggregate consumption of wealth per capita necessarily 
tends to reduce the cost of production and lower prices. 
This explains why the comforts and luxuries of life are 
cheaper in England now, with labor at five shilHngs a 
day, than they were in the middle ages, with labor at 
sixpence a day, and why wealth can be produced cheaper 
in America at two dollars a day than in China at ten 
cents." — From Gunton's "Wealth and Progress," Chap- 
ter III., Part III. 

Effects of English Factory Legislation. "The large 
number of factory laws passed for separate branches of 
industry occasioned the English government, in 1875, to 
appoint a royal commission with the task of investigating 
the factory laws hitherto in force, with reference to their 
codification into a single law. Two deductions of the 
report of this commission, made on the loth of February, 
1876, are Cwpecially worth mentioning in this place. The 
one concerns the effects of factory legislation. 'Numer- 
ous former investigations into the condition of children 
and women employed in the various industries of the 
country,' says the report, 'discovered conditions which 
powerfully called forth universal compassion and re- 
quired imperatively the interference of the legislature. 
In striking contrast to the conditions discovered in those 
reports is the present condition of those for whose benefit 
the various factory and workshop laws were passed. 
Some occupations, in spite of the police regulations for 
health contained in these laws, still undoubtedly are un- 
healthy, and in other industries the time of work is still 
occasionally extended beyond the limits fixed by the 
laws, which is injurious to the health of those employed 
in them. But these occurrences, to our delight, are only 
exceptions. In connection with this we have no cause 
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to suppose that the legislation, which in so striking a 
manner has shown itself a benefaction for the laborers 
employed, has brought any considerable injury to the in- 
dustries to which it applies. On the contrary, the prog- 
ress of industry has probably not been checked at all by 
factory legislation, and there are only a few, even- among 
employers, who now desire the repeal of the chief pro- 
visions of these laws, or who dispute the good results ef- 
fected by them.' " — From Brentano's "Relation of Labor 
to the Law of To-day," Chapter X., Book I. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. In what respect is labor essentially different from capital? 

2. Why has the state a more positive and active duty towards 

labor than towards capital? 

3. In order to be really helpful, what should be true of the gen- 

eral action of the state towards labor? 

4. Can the government fix wages arbitrarily by law? Explain 

your answer. 

5. Explain by what forces wages are determined, and in what 

way the state may act to promote the increase of wages. 

6. What is meant by factory reform? To what extent has fac- 

tory-reform legislation been enacted during the present 
century? 

7. Explain why the different phases of factory legislation are not 

paternalism but simply protection of the laborer's oppor- 
tunities. 

8. Why is the evil of old-age idleness a greater hardship under 

the factory system than it was during the medieval, hand- 
labor era? 

9. What system could be provided to protect laborers against 

the effects of old-age idleness, accidents, sickness, etc.? 
Explain how this system could be operated without ex- 
pense to the laborers and no appreciable burden on em- 
ployers. 



CHAPTER XXI. 

THE STATE AND LABOR — Continued. 

85. Trade Unions. Organization of labor in the 
form of trade unions is one of the essential features of in- 
dustrial development under the factory system. The con- 
ditions which made corporations necessary for capital also 
made organizations for joint or group action necessary 
for laborers.* Under the factory system laborers are em- 
ployed in groups and their wages, hours and conditions 
of labor are determined by groups ; therefore, it is natural 
and necessary that they should act for themselves in 
groups or unions. Employers have been very slow to 
recognize the naturalness and importance of trade unions, 
but, with all their mistakes, these organizations are in- 
creasing in power and efficiency, and have all the claim 
for recognition as economic institutions that corporations 
have. Many of the mistakes of trade unions are due to the 
persistent refusal of employers and of society to deal with 
them and give them recognition. They have been treated 
largely as abnormal growths, and for a long time they 
were regarded as criminal conspiracies. Having no legal 
existence, the officers of trade unions could not be held 
responsible ; the treasurer could abscond with the funds 
and the union had no legal redress. Many of the worst 
features of labor organizations have come as the result 
of the attempts to suppress or ostracise them. 



* See " Outlines of Social Economics," Chapters XXI. and XXII. 
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Experience has taught, however, as many large em- 
ployers now testify, that, with all their defects, trade 
unions are really helpful organizations, helpful even to 
capital. Employers are beginning to find that it is easier 
to deal with laborers who are well organized than with 
those who are not ; that organization tends to develop 
greater responsibility for per-sonal conduct and quality of 
work. The real remedy for the defects of labor organiza- 
tions, therefore, is not opposition, but free recognition of 
their economic and moral right to exist, and educational 
effort to guide them to greater wisdom and discretion in 
their relations to employers, the public, and non-union 
workers. / 

86. Injunctions on Strikes. The recent custom of 
issuing injunctions against strikes, which has given rise 
to the phrase "government by injunction," is one of the 
evidences of the reluctance to give trade unions a proper 
legal status. The power of injunction was originally in- 
tended to enable the courts to prevent acts known to be 
in violation of law or equity. It was first applied to labor 
organizations in the case of a railroad strike in ^Mich- 
igan in 1893. This road, the Ann Arbor and North 
iVIichigan, was in a receiver's hands, and, while the 
strike was on, employees of other railroads refused to 
handle freight cars coming from the Ann Arbor line. 
Some of these other roads traversed several different 
states, which was considered sufficient to bring this case 
into the United States court, under the interstate com- 
merce law. The court issued an order compelling the 
employees of the Lake Shore and Michigan Southern 
railroad to handle the cars of the Ann Arbor road. Many 
of the men had quit work before this order was issued, 
but one resigned afterwards rather than handle the 
freight, and he was punished for contempt of court, being 
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fined $50 and costs. Since then, in numerous cases 
where strikes have been anticipated, injunctions to pre- 
vent the laborers from meeting or acting together have 
been asked for and issued, on the ground that if the 
strike were permitted much injury would be done to 
business and breaches of the peace would occur. This 
is clearly a violation of the spirit and intent of injunc- 
tions. It was never dreamed that this power would be 
used to prohibit by anticipation the free right of the 
laborer to leave his employment when he chose. It is 
the duty of the government, by police or by troops, to 
suppress riots and protect property, but it is a most dan- 
gerous extension of the courts' authority when injunc- 
tions are issued forbidding laborers to leave their em- 
ployments or depriving them of the fundamental rights 
of free speech, free meeting and free organization, merely 
on the supposition that they may possibly incite or en- 
gage in lawlessness. If this use of injunction were to be 
recognized and regularly established, it would be easy 
and natural to go a step farther and permit the issue of 
injunctions to suppress almost any kind of organization, 
public meeting or public speech which, in the judgment 
of the courts, was hostile to the public welfare. This 
would be clothing the courts with a degree of arbitrary 
authority that only despotic monarchs now attempt to 
exercise. Legislation should be enacted defining the 
limits of the power of injunction, and preventing it from 
being used lo destroy labor organizations by suppressing 
the ordinary rights of lawful free action and free associa- 
tion of citizens. 

87. Rights of Non-Union Workers. On the other 
hand, trade unions make many and serious mistakes and 
have many objectionable features. One of these has been 
and is their attitude towards non-union workers. It is a 
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too frequent custom among union men, when they are 
strong enough, to ostracise laborers of their own craft 
who do not join the union. Generally, union men will 
refuse to work with non-union men and sometimes will 
strike unless these men are discharged or compelled to 
join the union. Frequently grave injustice is done in 
this way. Serious cases of individual persecution of non- 
union workers are sometimes brought into court; wher- 
ever such cases are discovered they should be severely 
dealt with by law. 

It should be remembered, however, that many of these 
abuses are but the outcome of the persecution the unions 
have had to endure. Employers, for half a century, sys- 
tematically endeavored to make it a social as well as in- 
dustrial peril to belong to a union ; gave all encourage- 
ment to non-union men and put every possible obstacle 
in the way of union workers. 

Moreover, when a strike is on, non-union men are 
easily induced to take the strikers' places, which means 
to defeat the union's efforts for increase of pay or what- 
ever other improvement they are demanding. In other 
words, non-union men are used, when possible, to defeat 
the action of the unions during disputes, and this leads 
to the refusal of union men to work with non-union men 
when no dispute is on. 

While the unions frequently commit wrongs and in- 
justices, it is a fact always in their favor that their con- 
stant object is to improve the working and living con- 
ditions of the wage-earning class. All the strikes they 
inaugurate or agitations they create or other efforts they 
put forth, costing time and money, are undertaken to in- 
crease the pay, reduce the hours or in some other way 
improve the conditions, not merely of the members of 
the union, but of their entire class. Non-union workers 
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usually receive the benefits of the struggle quite as much 
as union men, because, when wage rates go up, it is al- 
most always by industries or sections, and is not confined 
simply to the trade unions that made the effort for the 
increase. To grant the increase to union men only would 
be, from the employers' standpoint, too striking a recog- 
nition of the power of the unions. 

88. "Sympathetic" Strikes. Sympathetic strikes are 
a later feature of trade-union development. They are in- 
augurated by laborers who have no grievance of their own 
but want to cooperate with and help secure success for 
their brethren in some other industry who have a griev- 
ance. The sympathetic strike, like other doubtful features 
of trade-union policy, rose out of the continuous and or- 
ganized opposition they were obliged to face. For in- 
stance, in case of a strike, the employers would (and often 
do yet) send out agents to induce other laborers to come 
and take the places of the strikers, frequently offering 
more wages than the strikers were demanding. When 
these laborers came they would be approached by the 
strikers and induced to leave; sometimes the strikers 
would offer the new men more money to go away and 
sometimes would threaten them with violence if they re- 
mained. The law and the courts came to the aid of the 
employers, declaring that these attempts to persuade new 
laborers to leave were coercion and intimidation. In this 
way many strikes have been rendered powerless and the 
laborers defeated. 

In order to overcome this the unions devised the plan 
of sympathetic strikes. If they could not be permitted 
to interview laborers who had been induced to come and 
take their places, they proposed to retaliate by extending 
the strike to the whole trade, and if needs be to kindred 
trades, so that it would become impossible to fill the 
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vacant places. If laborers had been permitted to have 
the same right of interviewing and influencing newcomers 
that the employers exercised in getting them to come, 
probably sympathetic strikes would never have appeared. 
Indeed, nearly all the conflicts between labor and capital 
have been and are fraught with much harsh injustice, 
most of which is unnecessary and could easily be re- 
moved if employers would recognize that organized labor 
has the same right of existence and free action as organ- 
ized capital. 

89. A Practical Remedy for Strikes. Arbitration 
between employers and strikers is sometimes resorted to 
with good results, but compulsory arbitration, clearly, is 
something which could never be introduced successfully 
in a country of broad individual rights and liberties like 
the United States. Much better, as a permanent means 
of settling disputes between labor and capital, would be 
an organized system of regular conferences between duly 
chosen representatives of both parties. Such a system, in 
embryo at least, was adopted by Colonel Waring in his 
relations with the employees of the New York street- 
cleaning department, in 1896 and 1897, with gratifying 
success. 

Committees or boards of conference might be estab- 
lished, in which all the employers and all the organized 
laborers of any convenient industrial district would have 
exactly the same number of representatives, each with 
the same right of discussion and voting power. It should 
then be understood and agreed that no final step to en- 
force a demand for increased pay, shorter hours or any 
other changes would be taken by the laborers against 
any employer or group of employers until their cause 
had first been submitted to and discussed by this indus- 
trial council, as we might call it ; and, on the other hand. 
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that no reduction of wages or change of working time 
or other conditions, to which change the laborers ob- 
jected, should be enforced by any employers until it had 
been submitted to and discussed by the council. This 
would afford an opportunity to have the merits of each 
case intelligently and fairly discussed by the persons most 
competent to deal with it and most directly interested in 
it. The cause of the laborers would be represented, not 
merely by a delegate from the employees in the particular 
shop concerned, but by the representatives of the whole 
body of wage-workers in the given district. If the de- 
mand were reasonable and proper, it would have the 
backing and support of all the unions represented. If it 
were unreasonable, the other unions would naturally hes- 
itate before involving themselves in a costly struggle to 
support a weak cause. Moreover, the discussion would 
take place in the presence of the employers' representa- 
tives, who could state their situation and point of view at 
the same time. If any employer were unreasonable, the 
others would naturally hesitate to enter upon a conflict 
to sustain him, and would advise him to modify his atti- 
tude. In this way the irrational, hot-headed action which 
is too frequently taken through irritation and misunder- 
standing on both sides would be largely avoided. 

The important feature of such a conference system is 
not so much that disputes would be discussed by repre- 
sentatives of the general body of laborers on the one 
hand and of employers on the other, but that each would 
have to present and argue his case in the presence of the 
other side, which would correct on the spot any misrep- 
resentation or exaggeration. Such a system would tend 
to make laborers and employers better acquainted with 
each other, increase their respect for each other and com- 
pel more dignified and judicious conduct by both. In all 
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probability it would remove the cause of 90 per cent, of 
all strikes, because the difficulties could be dealt with and 
adjusted before passion and acrimony had entered the 
discussion. 

It is the history of strikes that for the most part they 
are finally the result of things said and done in the mo- 
ments of sudden resentment and heated blood. Once 
undertaken, pride or perversity prevents either side from 
receding from its position. It is in substituting some 
rational, voluntary method of adjusting disputes for these 
foolish, passionate, unintelligent, expensive and embit- 
tering methods that the solution of the trade-union prob- 
lem must ultimately be found. The sooner employers 
and the public recognize this fact and encourage its de- 
velopment the better for the industrial peace of the com- 
munity. 

SUGGESTED READING. 

In "Principles of Social Economics," Chapter YII., 
Part IV., on "Combination of Labor." 

In Howell's "Conflicts of Capital and Labour," Chap- 
ter XIV., on present position and future of trade unions. 

For a history of the trade-union movement reference 
is made to "The History of Trade Unionism," by Sidney 
and Beatrice Webb. 

EXTRACT FROM READINGS. 

Tlic Future of Labor. "We hear vague declamations 
about getting rid of capitalists, abolishing profits and 
doing away with wages, hiring, contracts of service, etc., 
and of thereby adding to the welfare of the masses and 
promoting the prosperity of the people. Labour's 
Utopia has been described as having reached the acme 
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of perfection under municipal law, where the people are 
fed by a state spoon, out of a state platter, doled out by a 
state official in a state uniform. Where the workers are 
no longer independent, self-reliant men and women, but 
parts of a huge state machine, moving mechanically in a 
state groove, under state regulation. No such dream has 
actuated the writer of these pages. He has endeavored 
to promote the liberty of the subject, freedom of associa- 
tion, better wages for working people, extended leisure, 
a higher standard of living, improved conditions of life 
and labour, healthier homes, wider culture and nobler as- 
pirations. To these objects his whole life has been de- 
voted. If a nobler, a better and a speedier way can be 
found, he will not object; but, until it can be demon- 
strated that the old methods have failed, he relies upon 
individual exertion, and mutual help by associative ef- 
fort, to at least ameliorate the condition of the workers. 
If the advantages gained and the opportunities now of- 
fered are properly utilized, the future of labour, if it does 
not realize the dreams of enthusiasts, will be improved, 
the workers will be elevated, the country will prosper and 
happiness will dwell in the land." — From Howell's "Con- 
flicts of Capital and Labour," Chapter XIV. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. Explain why trade unions are a natural and necessary 

feature of modern industrial life. 

2. What has been one of the principal causes of the mistakes 

and bad features of trade unions? 

3. For what reasons are many employers coming to recognize 

that labor unions may be and often are actually helpful 
to capital? 

4. What should be the attitude of the public and of employers 

towards trade-union abuses on the one hand and the 
general movement of labor organization on the other? 
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5. What is meant by "government by injunction"? 

6. How was the power of injunction first applied in restraint 

of labor organizations in this country? 

7. Give reasons why this use of injunction is an unwarranted 

extension of the court's authority, and show wherein it 
might become very dangerous. 

8. What steps should be taken to correct this evil? 

9. Mention some of the ways in which trade unions inflict in- 

justice upon non-union workers. 

10. What has caused this attitude of unions towards non-union 

workers, and what defence do the unions make therefor? 

11. Explain in what way non-union workers share in the bene- 

fits gained by the struggles of trade unions. 

12. What are sympathetic strikes? Out of what custom on the 

part of employers has the sympathetic strike grown? 

13. What attitude on the part of employers and the public 

towards the rights of unions would probably remove the 
occasion for sympathetic strikes? 

14. Why is compulsory arbitration an impossible system to 

establish in the United States? 

15. Outline a plan for a joint conference system between labor 

and capital, which would probably prevent the majority 
of strikes. 

16. What have been some of the immediate causes of most 

strikes? Explain how this permanent joint-conference 
system would remove practically all these causes. 



CHAPTER XXII. 

MUNICIPAL GOVERNMENT. 

90. Importance of flunicipal Government. The 

problem of municipal government is one of the most im- 
portant in American public hfe. It is important because 
it directly affects the opportunities and welfare of an in- 
creasingly large proportion of the population, grouped 
under pecuHar and highly complex conditions. It is 
still more important as an immediate problem because it 
has hitherto been very much neglected. This neglect of 
municipal problems for state and national politics has 
permitted, in many of our very large cities at least, a sort 
of local depotism to arise, based on "patronage and pull." 
Public men have been so anxious to secure success in 
state and national politics that the management of affairs 
in the cities has been left to local bosses, the only result 
required of them being to deliver a large party vote for 
the state and national tickets. This has been made rela- 
tively easy by the large proportion of ignorant and alien 
population in large cities. 

For these reasons, which do not exist to the same ex- 
tent in other countries, municipal government seems to 
be in a more backward state here than in almost any 
other nation. While we lead the world in many other 
respects, we lag behind in our handHng of municipal 
problems. 

91. National Parties and Local Politics. So much 
of the trouble has come from the mixing up of local af- 

I9S 
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fairs with state and national politics, as just suggested, 
that an extreme demand is often made that political par- 
ties be ignored entirely in municipal campaigns and city 
officers ' chosen by distinct citizens' movements, inde- 
pendent nominations by petition, etc. 

There are instances, and unfortunately they are numer- 
ous, where both the leading party organizations have be- 
come so corrupt through the power of distributing offices 
as rewards for party services, letting the city's contracts 
to favorites, accepting bribes from lawbreakers not to en- 
force the law, and secretly working or "trading" with 
each other to control nominations and so keep them- 
selves in power, that the people who want reform can get 
it only through independent movements, uniting the bet- 
ter elements of all parties against the "machines." Such 
conditions are especially common in the very large cities, 
but they do not justify the general conclusion that polit- 
ical parties have no proper place in municipal affairs. 
Organization of some kind is absolutely necessary to 
conduct campaigns and present issues to the people. A 
citizens' independent movement in municipal politics is 
not essentially different from a political party ; it is a 
definite organization for political purposes, only it con- 
tains and is controlled by a better and more public-spir- 
ited group of citizens for the time being. If it is a merely 
temporary association it is generally too weak to contend 
successfully with the regular party machines, while if it 
becomes permanent it is then a political party itself and 
may become subject to the same kind of influences that 
control the older organizations. 

92. Reform in Methods of Nomination. There- 
fore, the real problem is not one of organization or no 
organization, but of the kind and quality of organizations 
that can best be made to represent and carry out the real 
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wishes of the people. A poHtical party is simply an or- 
ganization of citizens, and, if proper means were provided 
in its machinery for securing free expression of the pop- 
ular will, it would be just as easy for the people to act 
through these organizations in nominating candidates 
and discussing issues as to go to the effort and expense 
of getting up independent movements, with very doubt- 
ful chances of success. There are always a large number 
of good citizens who, for various reasons, will remain in 
the old organizations under almost any circumstances 
and refuse to join an independent movement ; which 
means that such a movement always divides the friends 
of good government and greatly imperils the chances of 
success. Under existing conditions this may often be 
inevitable, but, if our methods of nominating candidates 
were so revised and protected that citizens could be sure 
of fair play and a free voice in the regular party organiza- 
tions, no sucli perilous divisions would ever be necessary. 
It is quite possible to accomplish this by the methods 
suggested in Section 28, Chapter VI., on "Primary Re- 
form." 

93. Provision of Educational Opportunities. Pass- 
ing out of the political field into that of the social prob- 
lems of our cities, all practical reform efforts, however 
varied, should be directed towards improving the condi- 
tions which directly affect the lives and influence the in- 
telligence, morality and general character of the citizens. 
First among the practical efforts in this direction is edu- 
cation, in its broadest sense. To furnish adequate school 
facilities of the very best quality should be a prime duty 
of municipal government. No excuse about taxation 
should prevent the expenditures necessary to supply, not 
merely seating room for all children of school age in 
our cities, but seating room under the most attractive 
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and inspiring conditions. Furthermore, the public- 
school system of every city should extend down and in- 
clude the kindergarten. The public kindergarten should 
become as essential a part of our educational system as 
the grammar school. Its influence is in many respects 
more far-reaching than that of the grammar school. It 
extends back into the homes in a way that the grammar 
school never can. It brings the mothers in touch with 
its inspiring influences, and thus, often, does quite as 
much for them as for the children, particularly among 
the very poor. It makes every child a messenger of 
cleanliness and brightness to the home. 

94. Public Improvements as Educational Influ- 
ences. In reality, the influences thrown around and in- 
troduced into the home are more important than any 
schoolroom instruction. The home and its surroundings 
are the greatest and most powerful educational factor in 
the world, molding people for good or evil more effect- 
ively than anything else with which they come in con- 
tact. The kindergarten is important chiefly because it 
directly touches the home, and for the same reason a 
great many other lines of wholesome public services and 
improvements ought to be prominent features of wise 
municipal government. Well-kept streets, public parks, 
public gardens, free libraries and museums, public baths 
and rigid sanitary regulations — all are of this order. The 
condition of the streets and near-by surroundings of the 
home has much to do with the cleanliness, order and 
brightness, or otherwise, inside the home. There is an- 
other vast field for municipal activity in the protection 
of the home through tenement-house and sweatshop re- 
form, and this will be further discussed in the next 
chapter. 
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SUGGESTED READING. 

In Shaw's "Municipal Government in Great Britain," 
Chapters I., III., VIII. and IX., treating respectively 
of "The Growth and Problems of Modern Cities," "The 
British System in Operation," "The Government of Lon- 
don" and "Metropolitan Tasks and Problems." 

In Devlin's "Municipal Reform in the United States," 
Chapters I., II., IV., VI. and VIII., on "Reform Efforts," 
"American Conditions," "Municipal and State Politics," 
"Cost of City Government" and "The OfHcial, the Press, 
and the People." 

In "Man and the State'' (lectures before the Brooklyn 
Ethical Association), lecture by Lewis G. Janes, on "The 
Problem of City Government." 

In Maltbie's "Municipal Functions," Chapters I. and 
II., on "The Historic City" and "The City of To-day." 

In Wright's "Outline of Practical Sociology," Chapter 
VIII., on "Urban and Rural Population." 

In "A Municipal Program" (report to the National 
Municipal League, 1899), Chapter on "The City in the 
United States — the Proper Scope of Its Activities," by 
Albert Shaw. 

EXTRACTS FROM READINGS. 

The Root of Bad Municipal Government. "The most 
serious evil to overcome is an indifference on -the part 
of the general public. No laws, however good, can be 
substituted for good citizenship, and it is plain that the 
people are much to blame for the worst features of our 
city government, and will be so long as our problem re- 
mains, 'the efforts of a great, prosperous and Christian 
community to protect its religion and morality and prop- 
erty from ruin at the hands of a government of its own 
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choice.' [E. L. Godkin.j Whenever a community 
earnestly insists upon having its government adminis- 
tered on principles of right, morality and economy it will 
be successful. Police protection will be withdrawn from 
gambling dens and houses of prostitution; the saloon 
will not have advantages over every other business ; care- 
ful and painstaking work will be the rule in city service 
and jobbery and fraud will cease. The public official has 
great respect for the desires of the people, but it must not 
be an half-hearted demand of a few, but the intelligent, 
sincere, healthy opinion of the great masses of the 
people." — From Devlin's "Municipal Reform in the 
United States," Chapter VIII. 

Separation of National and City Politics. "We shall 
always have a politics of the municipality as well as of the 
nation, and we shall have parties in our municipal con- 
tests ; but the diverse issues of national and city policy 
should be kept entirely distinct. With this end in view, 
city elections should be held at a different date from state 
and national elections. The obvious objection to this 
proposition is the cost of holding an additional election, 
but these need not occur oftener than biennially, and the 
result, I think, would be worth all it cost. This complete 
divorce of municipal from national politics would do 
much to break up the disgraceful deals and wholesale 
trading of votes between political bosses and machines 
which have so often disgraced our elections. While we 
must continue, perforce, to use the machinery of national 
politics in our city elections, the salvation of our munici- 
palities lies mainly with the independent voter. All 
which has thus far been gained in this country for pure 
government in our cities has been gained by the action 
of the independent voter To cultivate the spirit of inde- 
pendence in men of all parties — ^to induce them to work 
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outside the machines, carefully avoiding third-party affil- 
iations, for common patriotic ends, thus finally forcing 
the machines to accept the policy of reform, and ulti- 
mately to commit felo de se for lack of the spoils of office 
— should be the endeavor of all the earnest friends of 
municipal progress." — From lecture by Lewis G. Janes, 
in "Man and the State." 

QUESTIONS FOR REVIEW OR DEBATE. 

1. Why is municipal government in the United States in a 

more backward condition than in almost any other 
modern country? 

2. Under what conditions is it practically useless to attempt 

municipal reforms through the agency of the regular po- 
litical organizations or party "machines"? 

3. Mention some of the disadvantages of the third-party in- 

dependent movements which are sometimes inevitable in 
municipal affairs. 

4. Describe some of the methods by which, under the present 

system, the local party "bosses" can control the nomina- 
tion of candidates for public office and keep themselves 
in power. 

5. What reform in the methods of nominating candidates 

would abolish this power of the boss and give the people 
a free voice? 

6. Why would this reform remove the necessity for third-party 

independent movements? 

7. What general principles should govern municipal policy in 

dealing with the social problems of our cities? 

8. What should be the attitude of wise municipal government 

towards public education? 

9. For what reasons should the kindergarten be embodied in 

the educational systems of our cities? 
10. Mention some of the other lines of public expenditures that 
ought to be made because of the wholesome educational 
influences they furnish. 



CHAPTER XXIII. 
MUNICIPAL GOVERNMENT — Continued. 

95. Housing the Poor. If the people live in miser- 
able homes they cannot be good citizens. Character is 
made chiefly in the home and its immediate environment. 
Degrade the home and you cannot lift the people, but en- 
large, beautify and refine the home and nothing can long 
degrade the people. The problem of housing the poor, 
therefore, which is practically the tenement-house prob- 
lem, is one of vital importance. Some progress has been 
made in the improvement of tenements in our large cities 
and construction of better ones here and there, bat the evil 
is still gigantic. What is imperatively needed is much 
more radical power to boards of health or other proper 
officials to condemn unwholesome tenements entirely, 
more radical laws governing the air-space, sanitary ar- 
rangements and safety provisions of all new buildings, 
and much stricter enforcement of such laws. 

It is frequently urged that the way to abolish the tene- 
ment-house evil is to provide conditions by which the 
poor can own their own homes. This, of course, means 
that the people in question would have to move out into 
the suburban districts, which is a wholesome tendency 
and one that is already under way and rapidly increas- 
ing; but, in the great majority of cases, for poor people 
to attempt to build their own homes is a mistake. If they 
can build decent homes and keep them in proper condi- 
tion it is a commendable thing to undertake, but people 

202 
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of very meager incomes, laborers who occupy two or 
three rooms in city tenements, cannot afford to build any- 
thing but poor houses. Moreover, having become the 
owners of taxable property, they at once have an interest 
in resisting public expenditure for local improvements, 
because they have to pay the taxes. If, for example, it 
could be arranged so that the tenements in New York 
city were owned by those who lived in them, it would 
probably constitute an almost impassable barrier to tene- 
ment-house improvement. 

As it is, the sanitary conditions in modern improved 
tenement houses are actually superior to those of the 
middle class who own their own houses. The reason for 
this is not difficult to understand. Tenement houses are 
built by capitalists as investments. The capitalist, before 
he is permitted to build, must submit the plans to the 
buildings department and have them approved by the 
board of health. The sentiment of the community — both 
of those who are going to live in these houses and those 
who are not — is all in favor of making the capitalist use 
the best materials, furnish the largest amount of ventila- 
tion and light, and the most modern methods of plumb- 
ing and sanitation. In other words, both the law and 
the moral force of the community are brought to bear 
upon the capitalist to insure that every new building that 
goes up shall contain the best that sanitary science has 
developed. This pressure has not prevented all con- 
struction of bad tenements, to be sure, but it is resulting 
in constant improvement, and all the forces that can be 
brought to bear at all are, by the very fact of self-interest, 
directed towards the desired end. To the extent that it 
succeeds, the poorest people get the best improvements, 
which they would never voluntarily put into their own 
houses because of the large expense. 
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96. The Sweatshop and Its Removal. Sweatshops 
are a feature of city life, on the industrial side, which 
needs to be completely rooted out by drastic measures. 
Mild measures have been tried over and over again, 
with only temporary results or none at all. The sweat- 
shop in American cities is not a product of American 
conditions; it is a survival of the old hand-labor era of 
production and is brought here from the poorest sections 
of Europe. It will be difficult to eradicate so long as free 
immigration of very poor European laborers is permitted. 
These people simply re-establish here in our cities the 
working and living conditions to which they have been 
accustomed at home, and it is a question, therefore, 
whether they materially better their lot by the transfer. 
At any rate, if they were restricted from coming here, it 
would compel European governments to attend more 
thoroughly and carefully to the social problems created 
by their own poor right at home. 

If the immigration of prospective "sweaters" is rigidly 
restricted or entirely prohibited, it will be much easier to 
stamp out the sweatshop evil that we already have with 
us. Boston has made considerable headway in this di- 
rection, and New York has been experimenting with 
several methods, with but indifferent success. The plan 
of requiring "sweaters" to obtain licenses from a board of 
health or board of factory inspection before they are per- 
mitted to take work into their homes does not reach the 
root of the difficulty. The law should deal, not with the 
unfortunate workers in the sweatshops, but with the land- 
lords of the buildings. It should define just what kinds of 
home manufacturing, overcrowding of tenants, etc., con- 
stitute a sweatshop, and then make the landlord subject 
to heavy fines, or forfeiture of rent, if he permits one to 
exist in his building. This would make the landlord vir- 
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tually a policeman on guard against sweatshops, and 
would compel the employers or contractors who give out 
the work to take it to regular workshops, where all such 
labor ought to be performed. Since there would be just 
as much work to be done as before, just as many workers 
would be needed, only they would be transferred from 
the homes to the workshops. The carrying on of petty 
manufacture, chiefly of clothing, right in the same rooms 
in which the workers eat, sleep and live is the character- 
istic feature of the sweatshop, and nothing can remedy 
the evil which does not break up this unnatural combina- 
tion. In other words, no remedy will solve the sweatshop 
problem which does not absolutely separate the home 
from the workshop. 

97. Social Settlements. During the last ten or fif- 
teen years the "social settlement" movement has made 
great headway in most of our large cities. The idea 
originated in Engand and takes many different forms, 
but the distinctive purpose of the movement is to estab- 
lish centers of wholesome, civilizing, educative and in- 
spiring influence right in the heart of the "slum" districts. 
Men and women interested in this work, including many 
college students as a rule, take up temporary residence 
in the settlement building and help in the carrying on of 
a wide variety of activities — study clubs, debating socie- 
ties, lectures, free library, kindergartens, social gather- 
ings, savings funds, sewing and cooking classes, some- 
times manual training, and the like. These institutions 
are of very great usefulness. Every such opportunity for 
people to meet for social intercourse, recreation, enter- 
tainment and study is an incentive to progress and fills a 
real need which otherwise is supplied only by the saloon. 
The people who come to the settlements are improved in- 
tellectually, socially and morally. Besides increasing the 
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information and brightening the mind, this opportunity 
for association under wholesome and agreeable condi- 
tions, and contact with people of education and refine- 
ment, has a broadening, uplifting influence upon indi- 
vidual character. Every center affording these oppor- 
tunities is helping create a superior quality of citizenship. 

Social settlements, variously known by this name and 
as university settlements, college settlements, church set- 
tlements, and the like, should be far more numerous than 
they are. It might even be wise policy for the govern- 
ment of every large city to encourage such institutions by 
duplicating the contributions of private individuals to 
found and support them. 

98. Public and Private Charity. Charity is a meth- 
od of making up for some of the defects of social and 
individual life, the necessity for which should disappear 
as rapidly as possible. It is the opposite of social settle- 
ments, it is the opposite of all movements for improved 
housing and abolition of sweatshops. It is the most di- 
rect and dangerouj form of paternalism, doing for the 
individual outright, and in its very essence is degrading 
and stultifying. Nothing more surely destroys the feeling 
of independence, manhood and self-respecting citizenship. 
Charity is a relic of slavery and barbarism ; it cannot be 
arbitrarily abolished, but it should be discouraged, looked 
upon as an evil, and public policy everywhere be shaped 
to remove its necessity. 

As before pointed out, a properly devised system of 
labor insurance would probably do more to abolish the 
need of charity than any other one thing that could be 
suggested. It would provide the means of perpetual in- 
come for all thrifty, industrious laborers, tiding them 
over the periods of sickness, enforced idleness and old 
age, which are the points at which they now most fre- 
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quently drop into the charity-receiving group. With the 
misfortunes of the thrifty and industrious thus provided 
for, almsgiving or other forms of charitable rehef for any 
other kinds of people should be made as difficult as pos- 
sible. Such rehef should be administered publicly by 
the government, and street-begging should be strictly 
prohibited. If this should increase the burden of taxa- 
tion, it would help turn the interest and attention of 
wealthy taxpayers towards measures tending to remove 
the causes of poverty ; whereas now, too frequently, they 
seem to feel that their duty to the poor is fully discharged 
if they make large contributions to some charitable or- 
ganization. Such organizations can at best afford only 
temporary rehef, and, by standing ready all the time to 
distribute supplies, quietly and with no publicity, where 
need can be shown, they come to be relied upon as per- 
manent sources of help, and all sorts of devices are in- 
vented, in numerous cases, to make a show of poverty. 
Thus, while working with the best of intentions and 
doubtless accomplishing much good in many specific 
cases, the very existence and activity of large charitable 
organizations unavoidably helps to perpetuate the evil 
they seek to modify. The money and public effort now 
expended in this direction would be much more effective 
in removing the causes of poverty, and hence the neces- 
sity for charity, if devoted to the rapid promotion of a 
labor-insurance system, encouragement of social settle- 
ments, and far more thorough, vigorous and radical 
measures for tenement-house and sweatshop reform. 

SUGGESTED READING. 

In Woods' "The City Wilderness : A Settlement Study, 
by Residents and Associates of the South End [Boston] 
House," Chapters VI. to X., inclusive, on "The Roots 
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of Political Power," "Criminal Tendencies," "Amuse- 
ments," "The Church and the People" and "Strongholds 
of Education." The entire book is a valuable study of 
settlement work. 

The whole of Henderson's "Social Settlements," which 
gives the theory of the settlement movement, its history 
and results, in England and the United States. 

In Gladden's "Social Facts and Forces," Chapter V., 
on "The City." 

In Strong's "The New Era," Chapter IX., on "The 
Problem of the City." 

In Wright's "Outline of Practical Sociology," Sections 
80 to 84, inclusive, in Chapter IX., on "Special Problems 
of City Life." 

For an exhaustive analysis and description of the con- 
ditions of the poorer classes in English cities, reference 
may be made to the eight volumes of Charles Booth's 
"Life and Labour of the People." 

EXTRACTS FROM READINGS. 

What the Social Settlement Is and Does. "The settle- 
ment is not an industrial enterprise, and it does not com- 
pete with employers or with trade unions. It is not a 
school, nor a mercantile establishment, nor a relief 
agency, nor a church. It is nearly allied to a household 
or a colony of households. The members of this com- 
munity subject themselves to the conditions of their 
neighborhood; they smell vile odors and look upon dis- 
gusting spectacles ; they buy food of the same merchants 
who serve their neighbors; they listen to the jargon of 
the multitude ; they enter into the aspirations of the 
leaders and join them in plans of betterment ; they aid 
families, societies, schools, churches to realize personal- 
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ity and to multiply the means of virtue and rational hap- 
piness 

"Neglected districts never raise themselves without 
help from above. There is as much demand for social 
missionaries as in any previous age. Persons without 
families naturally can change residence with less diffi- 
culty than others whose ways are set. Just because the 
average citizen lacks altruism and has egoism in excess 
the social balance must be held by an excess of devotion 
on the part of a few. And, further, the example is likely 
to spread. There are many compensations. Persons are 
not burned by a flame they are trying to extinguish. 
Purity does not suffer taint from those it would redeem. 
The cold culture that can know of wrong and pain and 
not seek to help is sham culture. It is the slum on one 
side and haughty indifference and cynical doubt of 
human salvability on the other which are monstrous. 
Bad sanitation and dirty streets are not necessary. Good 
schools can be had anywhere. Beauty will displace ugli- 
ness when there is a demand for it." — From Henderson's 
"Social Settlements," Part II. 

The Slums and How to Abolish Them. "What shall the 
city do with the slums? It must abolish them utterly. 
'The abolition of the slums and the destruction of their 
virus,' says Dr. Albert Shaw, 'are as feasible as the drain- 
age of a swamp and the total dissipation of its miasmas.' 
As feasible, let me say, and as imperative. Power to do 
a thing like this is the obligation to do it. The fact that 
the disease and the pestilence which these conditions 
breed are moral as well as physical in no wise lessens our 
responsibility for getting rid of them. There are a good 
many quarters in many of our modern cities where pau- 
perism and crime are produced as inevitably as carrion 
is produced when an unburied carcass is exposed to the 
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summer sun. Men and women cannot live upright, self- 
respecting, decent lives in such places. The social life 
that is lived there must be rife with moral miasm; the 
city should have precisely the same right to abate such 
a curse that it has to drain a morass. Individuals ought 
to have no property right in premises which breed death 
and engender vice. When they have proved that thej 
lack the power to keep their property from falling into 
such conditions, their property must be summarily taken 
away from them. The existence of such plague spots, 
here and there, in our American cities, is proof that the 
municipality is fatally derelict in its duty. . . . 

"Power to abolish slums is not unknown to modern 
cities. All the great British towns have already thor- 
oughly purged large areas of squalor and misery. When 
the proper authorities report a certain district as a nui- 
sance, the London county council at once proceeds to 
condemn the whole of it. Parliament gives the council 
this power. Proprietors are paid, of course, for their 
property, but no more than it is actually worth in the 
conditions in which they have permitted it to fall. 
Then the city proceeds to raze these rookeries to the 
earth, laying out the districts anew, widening the streets 
and the air spaces and erecting model tenements, of 
which it becomes the owner and landlord. Quite a num- 
ber of the people of London are now living in health and 
decency in houses owned and rented by the city, which 
stand upon ground where not long ago the deadliest 
slums were festering. One needs only to pass from some 
of the existing slums of that metropolis (for they are not 
yet all abolished) to the districts regenerated, observing 
the marvelously changed conditions and the difference 
in the very physique and expression of the people inhab- 
iting the different sections, to be made aware of how 
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much it is possible for a great and wisely governed mu- 
nicipality to do in working out its own salvation." — From 
Gladden's "Social Facts and Forces," Chapter V. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. Mention some of the reasons why the proper housing of 

the poor is so important a concern of the public? 

2. What important steps are necessary to secure radical im- 

provement in tenement-house construction? 

3. Mention some of the disadvantages of having very poor 

people own their own houses. 

4. For what reason is it easier to secure and enforce proper 

sanitary conditions, etc., in tenement houses when con- 
structed by capitalists and rented to tenants than when 
owned by the tenants? 

5. What are the sweatshops? Are they a product of American 

conditions, and, if not, how did they grow up in our 
cities? 

6. What relation has free immigration to the sweatshop 

problem, and why would the government be justified in 
restricting immigration? 

7. To whom should the laws for suppression of sweatshops be 

made to apply, and why? 

8. What characteristic feature of the sweatshop must be de- 

stroyed in order really to cure the evil? 

9. Wha' are social settlements? Mention some of the activ- 

ities they carry on. 

10. Explain some of the reasons why these settlements are such 

important agencies in the making of good citizenship. 
Vv hat might be a wise policy of municipal government 
towards them? 

11. What is the general influence of charity, and how should 

public policy be directed with reference to it? 

12. Mention some of the reforms which would go a long way 

towards removing the necessity for charity. 

13. Through what agency should such direct distribution of 

alms as is absolutely necessary be conducted? What 
wholesome efifect might this have on wealthy taxpayers? 

14. Explain how the existence of large charitable organizations 

often serves to perpetuate the evils they seek to lessen, 



CHAPTER XXIV. 

MUNICIPAL GOVERNMENT — Continued. 

99. Public Management of Public Enterprises. It 

is undoubtedly true that municipal government, from 
its direct and close touch with the people, is better 
adapted for the ownership and management of certain 
kinds of public service than either a state or the national 
government. Water supply may very properly be a mat- 
ter of public ownership, because the feature of prime im- 
portance in water supply is not economy in furnishing it 
but the abundance and purity of the water, whatever it 
costs ; and this requires ample government authority to 
protect watersheds and distribute water uniformly into 
every part of the city. 

Education also is properly a matter of public control, 
because here again the important thing is not its cheap- 
ness but its uniformity and wide extent. Even though 
it cost twice as much to educate children in public schools 
as in private, it would still be good pubhc policy to have 
education furnished by the government, because in that 
way proper standards of instruction can be enforced in 
all the schools, and the attendance of children made 
compulsory. Good education is cheap at almost any 
price, and poor education is dear as a free gift. Economy 
in education comes not in the mere saving of taxes, but 
in saving and expanding the character of the citizens. 

For much the same reasons, such enterprises and ser- 
vices as the care of the streets, providing proper sewerage 
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and street lighting, and maintaining public parks, libra- 
ries and baths are within the range of efficient govern- 
ment management and, to give the best results, require 
a certain degree of authority and uniformity which the 
municipality can furnish better than individuals. 

There is a line, however, in the management of indus- 
trial enterprises, beyond which municipal government 
cannot go without involving more economic loss and 
political corruption than any of the possible good results 
of government control will justify. Public discussion as 
to just where this line should be drawn is now very active. 
It is being urged in many quarters that street railroads, 
gas and electric light plants, should be owned and oper- 
ated by the city government, and the emphasis is placed 
especially on street railroads. 

Electricity and the cable have practically superseded 
horse-cars in all important cities, and the capital now ia- 
vested in electric transportation is enormous. A street 
railway uses the public highways, and therefore, in addi- 
tion to having a state charter as a corporation, requires a 
special franchise from the municipality ; and every defect 
in its management brings forth the suggestion that the 
city should retain the franchise and operate the railroad 
itself. Of course, if this theory were fundamentally 
sound it would appy to any industry whenever mistakes 
were made in the management, and the government 
would soon be owning and conducting practically all the 
business of the community. 

The ownership and operation of street railroads is a 
practical problem, however, and the question to be de- 
cided is whether the best results to the public can be ac- 
complished by the government owning and operating the 
road or by leaving it to private enterprise under proper 
government regulation. The public's great interest in 
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all productive enterprises of this character is that they 
shall render the best service at the least expense. This 
involves two things : first, the most efficient adminis- 
tration of the business ; second, the best distribution of 
the advantages of such management to the public. 

100. The Street-Railway Problem. First, then, is 
government ownership and management likely to be 
more efficient and produce greater results for less outlay • 
than private enterprise? Thus far, experience is against 
the assumption that public management is economically 
superior. It is contrary to the nature of the case that gov- 
ernment management of a strictly economic enterprise 
should be superior to private enterprise. Under private 
enterprise, to secure profits is the great object, and there- 
fore the strongest incentive constantly exists to increase 
profits by improved machinery and organization. Under 
government ownership and control, this profit motive is 
absent. Public disgrace and removal from office may be a 
sufficient force to prevent dishonesty and inspire ordinary 
efficiency and integrity, but there is no reason to suppose 
that these penalties would ever be inflicted except in the 
most extreme cases, so long as corrupt political influences 
continue to exercise any important influence in municipal 
government. Moreover, with only penalties instead of 
rewards as the incentives to good management, the spirit 
of risk-taking and experimentation is deadened, because 
a mistake might bring censure and disgrace ; whereas, 
under conditions where the gain from an invention goes 
to the manager or owner of the business, he will take the 
risk in proportion to his knowledge and confidence in its 
success, and is willing to bear the financial loss if it fails. 

Moreover, if an institution like a street railway is oper- 
ated by private enterprise, the public has every interest 
and incentive to bring the strongest possible pressure to 
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bear upon it to secure good service. If the corporation 
pursues the short-sighted policy of trying to "run the 
road for all it is worth," regardless of public convenience, 
the public has everything to gain and nothing to lose 
by directing the whole power of its criticism and of the 
law to enforce better service ; whereas, if the community 
itself owned and operated the enterprise, and had to pay 
for any expensive improvements or extensions of service, 
by taxation, the pressure in this direction would be 
largely neutralized. The taxpayers would become op- 
ponents instead of promoters of such improvements. 

Another fact which, in the nature of things, tends to 
make private enterprise more efficient is this : Under city 
operation of street railways the managers would neces- 
sarily, directly or indirectly, be selected by popular vote. 
It is in the very nature of popular choice that it cannot, 
except almost by accident, select the best. Public ap- 
proval must be the approval of the majority, and the ma- 
jority is necessarily only of average quality; it cannot 
represent the very best ; it is always a compromise. In 
the conduct of industry, therefore, as in the conduct of 
political affairs, the officials would be sure to be consid- 
erably inferior to the best. They would be chosen partly 
if not fully as much for their political as for their eco- 
nomic qualifications. Moreover, in most public positions 
the salary is too low to command the highest ability. 
Under private enterprise the opposite obtains ; the gen- 
eral rule is that efficiency in service is the basis of pro- 
motion. Men are chosen because of their abilities, and 
competition will not permit inferior material to be per- 
manently retained. The law of natural selection oper- 
ates; whereas under government control the law of 
political or "popularity" selection is the rule. 

lOlt The Public'5 Interest in Franchises. While it 
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is probably much better, for the present at least, that 
street railways should be owned and operated by private 
enterprise, the problem of how to protect the public's in- 
terests and secure a fair return for the privileges it grants 
is really serious and re_^quires careful attention. Corpora- 
tions which operate under municipal franchises have 
practically a monopoly. On the other hand, under all 
normal conditions, private enterprise is subject to com- 
petition, and this is the .great ever-present force that dis- 
tributes a share of the profits to the public through the 
lowering of prices. But, where municipal franchises are 
granted, competition is practically excluded by the gov- 
ernment. It is clear, therefore, that when the natural 
profit-distributing force is suspended some other profit- 
distributing force should be substituted. When the gov- 
ernment substitutes itself for competition it ought to do 
the work of competitiofi and provide some way by which 
the public, which grants the franchise for exclusive use 
of the streets by railroad companies, shall receive its 
proper share of the earnings. 

How can this be accomplished without impairing the 
efficiency of the enterprise? No arbitrary method, such 
as limiting by law the rate of dividend or taxing away 
the net profits, would answer the purpose. It would im- 
mediately discourage all exceptional energy and experi- 
mentation, because under such a system the capitalists 
would lose by their failures and not gain by their suc- 
cesses. No method should be adopted by which the re- 
ward for excellence is destroyed. 

The exceptional advantage enjoyed by a street-railway 
corporation comes from its franchise, and it is in the 
granting and use of the franchise that the public's share 
in the profits of the enterprise should be secured. The 
most efifective way of securing to the public its equitable 
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share of the earnings is to sell the franchise to the cor- 
poration that will give the most for it and comply with 
certain prescribed conditions of service in using it. 

First. The franchise should be granted only for a Hm- 
ited time ; the maximum might be, say, fifty years. 

Second. The price given for the franchise may be in 
the form of an outright money purchase, or a percentage 
of the gross receipts, or a fixed amount per year, or a 
definite reduction of fares. The chief interest of the pub- 
lic is not so much in the amount of the money rental as 
in the kind of service rendered. The most equitable rule 
would seem to be that the franchise should be granted to 
whatever corporation makes the most favorable offer as 
to reduction of fares and visible improvement of the 
service, according as the gross income of the enterprise 
increases, and perhaps also offers the largest percentage 
of gross receipts as a rental to the city for the franchise. 

Third. The franchise should be regarded and assessed 
as real estate for the purpose of municipal taxation. Its 
value should be estimated according to the method ex- 
plained in Chapter XIII. 

By these methods the public would receive a constantly 
increasing benefit from its franchises, in proportion as 
they were also profitable to the corporations using them. 
What is still more important, the public would benefit 
in good service, cheap fares and direct income to the 
city treasury without destroying the profit-making op- 
portunity of private enterprise or the incentive for eco^ 
nomic improvement. 

SUGGESTED READING. 

In Wright's "Outline of Practical Sociology," Sections 
73 to 79, inclusive, in Chapter IX., on "Special Problems 
of City Life." 
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In "Municipal Monopolies," by E. W. Bemis and 
others, Chapter V., on "Municipal Franchises in New 
York," by Max West. 

In "A Municipal Program" (report to the National 
Municipal League), Chapter on "Municipal Franchises," 
by Charles Richardson. 

In Maltbie's "Municipal Functions," Chapters IX. 
and X., on "Causes of Increased Municipal Activity" and 
"Future City Functions." 

EXTRACTS FROM READINGS. 

Municipal Ownership in England. "The question has 
been discussed recently in a most enlightened way by a 
special committee appointed by the governor of Mas- 
sachusetts to consider the relations between street-rail- 
way companies and municipal corporations. The report 
of this committee, drawn by Charles Francis Adams and 
published in February, 1898, . . . refers to the ex- 
perience of Great Britain as follows : 

" 'So far as development, activity and material and 
scientific appliances and equipment are concerned, apart 
from permanent way and track surface, the American 
street railway service is so far in advance of any to be 
found in Great Britain as not to admit of a comparison. 
Without exaggeration, it may be said that, while the 
street surfacing and merging of track with pavement are 
there far in advance of what we ordinarily find in Amer- 
ica, all the other appliances and accommodations are 
either antiquated and positively bad or recently taken 
from this side of the Atlantic and installed by American 
companies. In other words, in the field of scientific ap- 
paratus and mechanical development America has ex- 
perimented at immense cost, as our street railway capital- 
ization shows, while Europe has patiently waited and is 
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to-day rapidly and quietly appropriating the results for 
which we have paid. ... As yet no attempt at the 
municipalization of street railways has been made in any 
country on a sufficiently large scale and for a long enough 
time to be of real significance. Glasgow and Leeds, for 
instance, are the two European instances more frequently 
referred to. From the statements often met with in the 
press and the assertions heard in discussion, it might well 
be assumed that the experiments made in these cities 
amounted to an indisputable and established success; 
whereas, in point of fact, such is not the case. So far from 
being a demonstrated success, it may, on the contrary, 
be confidently asserted that nowhere as yet has the ex- 
periment of municipalization of street railways been 
worked out to any logical and ultimate results whatever, 
nor can it be so worked out for at least a score of years 
to come. Even then, political habits, social traditions and 
material and economical conditions vary so greatly and 
enter to so large an extent into the problem that it will 
not be safe to infer that what may have proved safe and 
practicable in one community is either practicable or safe 
in another. At the present time the municipalization of 
the street railways is not accepted as by any means in- 
disputably desirable in Great Britain, while in Germany 
it is regarded unfavorably. This last fact is the more 
noteworthy, as Germany has been the field in which state 
ownership and management of steam railroads has been 
developed to the fullest extent, and with results pro- 
nounced to be unquestionable as well as most satisfac- 
tory.' "—From Wright's "Outline of Practical Sociol- 
ogy," Chapter IX. 

Proper Conditions of Franchise Grants. "The commit- 
tee is also convinced that it has been demonstrated by 
abundant experience that in the interest of the public, 
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when a city grants a franchise to a private corporation, 
association or individual : 

"The term of such grant should be limited to a definite 
period not exceeding twenty-one years ; 

"In addition to any other form of compensation the 
grantee should pay the city a percentage of the gross re- 
ceipts from the exercise of the franchise ; 

"At the end of the period the plant of the grantee 
should become the property of the city if the latter should 
so desire, either without further compensation than the 
original grant, or, if additional compensation be paid, it 
should not in any way include or be based upon any val- 
uation of or allowance for the franchise itself, which at 
the termination of the grant should ipso facto revert to 
the public ; 

"Every grant of a franchise should contain ample pro- 
visions, enforceable by forfeiture of the grant, or other- 
wise, to secure efHcient public service at reasonable rates ; 

"Every grantee should be obliged to render to the city 
complete accounts of its financial condition, including its 
receipts from all sources and its expenditures for all pur- 
poses, such accounts to be public records ; 

"The books and accounts of the grantee should be at 
all reasonable times open to the examination of the city's 
fiscal officer or his representatives." — From "A Munici- 
pal Program," Chapter on "Municipal Franchises," by 
Charles Richardson. 

QUESTIONS FOR REVIEW OR DEBATE. 

1. Mention some of the public enterprises that may well be 

carried on by municipal governments, and explain the 
reasons why. 

2. What general rule should determine whether an enterprise 

should be owned and operated by the municipal govern- 
ment or by private enterprise under public regulation? 
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3. What incentives to improvement of service would be de- 

stroyed by public ownership and management of street 
railways? 

4. Explain why the provision of penalties for bad management 

by public officialp would not secure as good results as the 
incentive of profits under private management. 

5. Why would the public demand and pressure for improve- 

ment be stronger under private than under municipal 
ownership? 

6. Why would popular choice of officials to manage enter- 

prises like street railroads secure less capable men than 
the method of natural selection under private manage- 
ment? 

7. If the municipal government ought not as yet to own and 

operate street railroads, etc., what important duty has it 
with respect to these enterprises? 

8. Why is it necessary for the municipal government to secure 

by law the public's share in the profits and advantages of 
street railroads, while it does not need to do so with 
respect to other kinds of industries? 

9. Mention two mistaken methods proposed for securing the 

public its share in the profits of these semi-public corpo- 
rations, and explain why these methods would be disas- 
trous. 

10. In disposing of its franchises, what would probably be the 

most effective way of securing to the public its full share 
of the benefits from their use? 

11. How should public franchises be treated for purposes of 

taxation, and how should their value be estimated? 

12. Why would these methods of securing the public's rights in 

its franchises not serve to discourage private enterprise 
or destroy the incentive for improvements? 
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